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Executive Summary

Nebraska, along with every other state and ther&dmvernment, is facing challenges
with regard to transportation funding. The natlwas relied on a fuel tax to fund its
highways for the better part of eight decades. &iles, that source of funding is losing
its effectiveness. As less fuel is consumed byptihiglic due to higher fuel prices and
more fuel-efficient vehicles, revenues from thel tag will decline.

Nebraska has relied on the fuel tax even more @o tther states; roughly 60 percent of
its highway revenue comes from the tax. This neeahas presented the state with a
fiscal crisis in regard to its transportation systeThere are several truths in relation to
Nebraska'’s highway funding system that need toskabéshed:

1. The current funding system of relying on the fuel &x and increased fuel
consumption is no longer sustainable. The fundingystem must be either
refined or replaced with an alternative revenue sorce.

Nebraska’s current highway funding system relieglore main user fees: the fuel
tax, sales tax on motor vehicles, and motor vehietgstrations. Of these, the fuel
tax makes up roughly 60 to 65 percent of statemese. However, the fuel tax is
beginning to decline due to decreased fuel demaddnzore fuel-efficient vehicles.
If the funding system is not changed or alteredirtorease highway revenue,
Nebraska’'s highway system will fall into disrepaird expansion of the system will
come to an end.

2. Nebraska has several high-priority capital expansio projects on hold that
are costing its citizens time and dollars. In addion, 174 miles of the 1988
planned expressway system remain to be constructed.

The state’s highway needs are not diminishing irretation with revenues; in fact
the need for capital expansion and maintenancegmojs increasing. The Nebraska
Department of Roads (NDOR) estimated the state’ye20 highway needs at $13
billion with inflation applied, and Nebraska is grdble to cover $6.4 billion. This
means a stagnant construction program. The stdeséveral high-priority capital
improvement projects that are being delayed dutheo high costs and the lack of
revenue. Capital expansion of the state highwatesy will not take place in light of
the funding situation.

One hundred and seventy-four miles of the 1988n@drexpressway system remains
to be completed. The Legislature has not furnishdditional funding for the
expressway system since 1993. No project on tpeesgway system is included in
NDOR'’s needs assessment; these are projects iticedtt the quantified needs due
to NDOR’s revised criteria standards for warrantedr lane expansion based on
average daily traffic (ADT) counts.



As long as these projects do not move forwardatithary factors will continue to
increase their costs. The road construction imguns seen an increase in the cost of
construction materials over the past several ydaesin part to global competition.
Inflationary costs continue to also erode the pasaig power of highway revenues
as there is no factor to account for inflationhe fuel tax.

3. Nebraska is at the point where current appropriated funding will be
inadequate to preserve the present highway systeroraetime in the next two
years. Cost-cutting and re-prioritization have aleady taken place at the
Nebraska Department of Roads through newly adoptediighway standards
and criteria and a new funding distribution method.

NDOR has seen the construction program fall frofaGsillion in FY 06 to $317
million in FY 09. The federal stimulus program gaa significant boost for FY 10,
but NDOR estimates that the program will fall bagl$300 million after the stimulus
dollars have been expended.

In response, NDOR has slowed delivery of the OnarYeonstruction Program.
NDOR has completed an internal process to re-piderthe highway system goals,
focusing on the current system’s preservation &&7.7 billion net worth. As the
dollar level continues to rise in the face of itita to accomplish this goal of system
preservation, NDOR will not be able to maintain tdugrent system sometime in the
next two years. No capital construction will takace, and the condition of our
highways will deteriorate.

In order to reduce revenue needs, NDOR revisenhitsmum design standards and
criteria, which reduced the state’s 20 year negdslb4 billion. NDOR also reduced

operating expenses by $16 million each year overti 09-10 budget biennium in

order to shift a larger percentage of its budgetht construction and maintenance
programs.

4. Because Nebraska employs a revenue-sharing structurthat the local
governments rely upon, these local political subdisions face the same
declining revenue challenges as the state and arls@falling behind on street
and road maintenance and construction.

The state’s Highway Allocation Fund has long beersignificant source of road
maintenance and construction revenue for local gouents. One hundred and ninety-
four million dollars were distributed to the vargaounties and municipalities in FY 09.

Like the state, local highway needs continue tongio the face of stagnating revenues.
As long as the Highway Trust Fund remains status tpcal streets and roads will face
the same fiscal challenges as the state highwagrys



Alternative _Funding Methods: Unless the Legislature is willing to increase the
state’s highway program under the current funding ystem, Nebraska will need to
accomplish highway revenue growth in some other fon than increased fuel
consumption. Many alternatives may provide a potetial revenue sources; however,
all of the following options require an increase insome type of tax or fee, or a shift
in existing state resources.

As the Transportation & Telecommunications Committeld public hearings across the
state, 31 different funding options were preseitgdarious organizations and members
of the public. Testimony was almost exclusiveha support of increasing some type of
fee or tax dedicated to the transportation system.

Some of these options would require Nebraska teatkefrom its traditional pay-as-you-

go, user fee based funding policy. Others wouhdpsy be an increase in current fees.
Still others would follow the example of what ottetates have employed to fund their
highways.

Regardless of what alternative funding optionswaréertaken, it is important that action
is taken relatively quickly before Nebraska’s higlynsystem begins to deteriorate and
new capital construction is completely halted.



Introduction

Nebraska'’s transportation system plays a vital ioline quality of its citizens’ lives and
the state’s economy. It is one of the key comptsdrat allows our society to function
in a mobile and widespread manner. The stateagrgehically large (16th largest in the
U.S.), with an area of 77,358 square miles. Thrakka economy is heavily dependent
upon the agriculture and transportation industriglaving a robust and quality highway
system is not only vital to the movement of goodd people, it is absolutely essential to
the development and success of the state. [figleMay funding structure is not altered
or supplemented in the near future, Nebraska woilllonger be able to afford the
preservation and maintenance of its highways ameetst much less capital
improvements upon them.

Nebraska has invested wisely in its highways argrhach to be proud of. The March
2008 Pew Center Report on the state’s GovernmefirB@nce Project, as published by
Governing Magazine, entitled “Measuring Performandee State Management Report
Card for 2008” reflects that Nebraska's state stftacture is one of only 12 states
receiving a B+ or higher. The July 2008 ReasonnBation Report entitled “17th
Annual Report on the Performance of State Highwgstesn (1984-2006)” reports that
Nebraska has moved from 29th in 2000 to 8th in 2@0&ive to the cost effectiveness of
the state highway system.

Based on data reported in the Federal Highway Adhtnation’s (FHWA) 2007 Highway
Statistics Report, Nebraska ranks 15th nationadlyhe percentage of the rural miles
reported that are considered to be smooth. Asrteghin Better Roads Magazine 2008
Bridge Inventory (state systems only), the natialewi average for structural
deficient/functional obsolete bridges is 22.2 petceNebraska ranks 3rd best with only 6
percent of state bridges that fall into that catggo

However, Nebraska’s highly rated highway system dwmse with a price. The cost of
the construction and maintenance of highways heseigy increased over the past several
years. At the same time Nebraska and its locakegouents, as well as the federal
government, are experiencing a highway revenudscrisThe traditional method of
relying on increased fuel consumption to raise farlrevenues is questionable long term
due to economic conditions and cheaper fuel-efficiehicles. Nebraska is feeling the
impact more than some other states because is tediavily on the fuel tax (upwards of
65 percent of total state revenues).

In response to this crisis, the Legislature’s Tpamsation & Telecommunications
Committee introduced LR 152, an interim study talgre the current funding structure
and give the public an opportunity to offer altdive funding suggestions. The
committee held hearings across the state in Lindo&arney, North Platte, Scottsbluff,
Alliance, Columbus, Fremont, and Papillion. Allanegs were well attended, and
various organizations and citizens presented a eurob ideas on how to solve this
funding problem. There was nearly unanimous supjpom all testifiers for some type



of tax or fee increase to support the highway systd@he committee tallied 31 different
suggestions, some as simple as raising the cutrehtax.

This report is meant to be a compilation and a gjinié of the potential ideas that were
presented to the committee and which the Legisatogy choose to pursue. In order to
give the proper background, the report will disciiiescurrent highway funding structure,
the problems associated with it, and how the $taseresponded to the fiscal crisis.

Advantages and disadvantages are presented for gbthe alternatives. Based on the
information presented in this report, it is likehat a combination of these ideas will be
needed to meet the required revenue increase dosgortation funding. A relatively

swift resolution is required in order to prevene thuality of Nebraska’s transportation
system from significantly suffering.



TRUTH #1: The current highway funding system of
relying on the fuel tax and increased fuel consumpt ion
IS no longer sustainable. The funding system must be
either refined or replaced with an alternative reve  nue
source.

Current State Highway Funding

State highway revenues come from a combinationczl] state, and federal dollars:
1. State revenues provide 57 percent of Nebraskaignsportation financing.

In Nebraska, highway user fees and taxes genepgxmately 95 percent of state
highway revenué. State revenues are derived through three mainfess: the fuel tax,
the sales tax on motor vehicles, and motor veheggstration fees. Of these, the fuel tax
comprises roughly 60 to 65 percent of the revenu&rom these statistics, it is easy to
conclude that Nebraska is a state that relies hyeanithe fuel tax. This fuel tax has been
a stable policy for decades because it allowedsthte to collect revenue from the users
of its highways, whether they were residents of #tate or traveling through.
Historically, as the number of gallons of gasoladd in Nebraska rose through increased
demand, the state was able to collect more revédmoegh the fuel tax and keep pace
with increased highway system needs.

2. 41 percent of state highway revenue is providday the federal government.

Federal revenue consists of the return of fuel excise taxes that are levied at the
national level. Currently Nebraska receives appnaxely the same amount of federal
funds as it remits to the federal government. Thabt always the case; some states are
donor states (contributing more than they receare) others are donee states (receiving
more than they contribute).

Federal funds are administered to the states throlg Federal Highway Trust Fund.
The fund relies heavily on the federal fuel tax iaghway revenues, which fund up to 90
percent of the Federal Highway Trust Findhe remaining 10 percent is derived from
heavy vehicle use taxes and heavy tire taxes. f@theral fuel tax is currently at 18.4
cents, and has not been increased since 1993.

! RevenuesNebraska Dept. of Roads Annual Report 2G@8 26 (2008).

2 hitp://www.nebraskatransportation.org/city-countiffgdist-bk-hwy-trust-fnd-09-10.pdaccessed
October 2, 2009).

® Defining the Legacy For Users: Understanding Stgigs and Implications For Highway Funding
American Transportation Research Institute. Exeelummary, pg. 4. May 2007.




3. Revenues received from local governments makep the remaining 2%.

Local revenues are funds contributed by cities@nahties for their share of construction
projects. Since NDOR administers all federal-aghtvay funds, the local governments
must pay the department their matching share adifighfor a designated project when
federal funds are used on local projects. Thesal Imatching funds become part of
NDOR’s budgef.

Nebraska Fuel Tax
The Nebraska fuel tax is derived from a complexnigia. The first state fuel tax was
imposed in 1925 at 2 cents per gallon. As of Jyl2d09 it is 27.3 cents (ranked 19th
highest in the natioR) The revenue collected from this tax is depositéal the Highway
Trust Fund, where it is then divided between thghMiay Allocation Fund (cities and
counties) and the Highway Cash Fund (state).

Currently Nebraska’s fuel tax is comprised of tbkofving:

= 2.8cents — Local fixed portion split evenly betweka tounties and citiés

=  7.5cents — State fixed portidn.

= 97 cents)g— Wholesale portion split between the $66&6), counties (17%) and citigs
(17%

= 6.4cents — Variable portion apportioned to NDOR'’s dpetd®

= 0.9cents — Petroleum Release Remedial Action Feenfderground storage tank
cleanup*

= 27.3cents per gallon tax (July to December 2009).

During the 2008 legislative session, the Nebraskgidlature passed LB 846 and
fundamentally altered how the fuel tax is computéthere are now two factors that can
change the fuel tax formula every six months:

1.) The variable portion of the fuel tax is thesfidetermining factor. During the
legislative session, the Governor recommends, la@dppropriations Committee
proposes to set a budget for NDOR based on Nebsasigway system needs in
conjunction with the amount of estimated highwagrusevenues that will be
collected for that fiscal year. Twice during theay (January and July), if the
actual and estimated revenues are above or belewHighway Cash Fund
appropriation level, the fuel tax will be increasededuced accordingfy.

* RevenuesNebraska Department of Roads 2008 Annual Reppg. 26 (2008).

® http://www.nebraskatransportation.org/city-countiffgfuel-tax.pdfiaccessed October 2, 2009).
® Note: .9 cents per gallon is deposited into thedR=um Release Remedial Action Fee.

" Neb.Rev.Stat. § 66-4,146.

8 Neb.Rev.Stat.Cum.Supp. § 66- 489 (2008).

° Neb.Rev.Stat.Cum.Supp. § 66-489.02 (2008).

'9Neb.Rev.Stat. § 66-4,140.

' Neb.Rev.Stat. § 66-1521.

> Neb.Rev.Stat. § 66-4,144.




2.) With the implementation of LB 846, Nebraska mped from taxing the
guantity of gallons sold to a hybrid system thaetaboth the quantity of gallons
sold and the price of gasoline. This allows {
state to take advantage of inflation and be abl
meet the growth of construction costs that are
affected by inflation. The law took effect in Ju
of 2009"°

LB 846 placed a 5 percent tax on the wholes
price of fuel as calculated by the Nebras
Department of Revenue every six mont
(October and April). The price is an avera
of the previous six months of wholesale gasalindebraska.

Fuel Tax in Today’s Economic Environment
Due to Nebraska’s reliance on the fuel tax, itshhigy funding revenue stream is
suffering. Demand for gasoline has stagnated enldlst several years for a variety of
reasons. When demand is down, fuel consumptids dald contributes less to the fuel
tax revenue. In Nebraska, FY 07 was the high watek in motor fuel tax revenue, with
$332 million collected. In FY 09, $315 million wasllected™*

As displayed in Figure 1, Nebraska is down fromhitgh of 885 million gallons of fuel
FUEL CONSUMPTION TRENDS IN NEBRASKA ~consumed in FY 04-05 to
aAscumE & aABatme comsmarmo 832 milion gallons

consumed in FY 08-09.
Roughly fifty million less
gallons were sold in
Nebraska as compared to
four years earlier. In fact,
more gallons were sold in
Nebraska in FY 99-00
than FY 08-09°

Millizns Gallons

Gasoline consumption is
expected to remain flat or
slightly decrease in the

FY-2000 FY-2001 FY-2002 FY-2003 FY-2004 FY-2005 FY-2006 FY-2007 FY-2008 FY-2009
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Source: NDOR Figure 1

13 During the debate of LB 846, gasoline prices wereehing around $3.50 per gallon. After the billava
passed and the session adjourned, fuel prices pitieahin the fall of 2008 to $1.57 per gallon. Wities
bill took effect, this drop in prices eventuallyléo a loss of approximately $14 million for théies and
counties in their Highway Allocation distribution3he state saw no loss because the variable senlea
(per statutory law) to ensure that NDOR had theessary funds to complete its highway construction
program.

“ NDOR Director Monty Frederickson’s Testimony on ILB2, State Capitol, Lincoln. September 11,
20009.

15 hitp://www.revenue.ne.gov/fuels/gallons.hfatcessed October 15, 2009).




near future for a number of reasons. One has bestgady increase in gasoline prices
over the last three to four years. This affectedgbe’s driving habits, and the demand
for gasoline fell. Even with the recent drop imncps, the state of our nation’s economy
has inhibited demand for gasoline to rebound dmdt in the past when prices are low.
Fewer gallons consumed equals less state highwaynue.

High fuel prices have also had an effect on the tgpvehicles purchased. The public
has begun trading in its large SUV’s and truckssimialler fuel-efficient vehicles. They
are typically cheaper, which affects the amourgalés tax paid to the state, another one
of Nebraska’'s main revenue sources for the HighWwaust Fund. In other words, the
fuel efficient vehicle has a dual negative effenttbe Highway Trust Fund because it
uses less fuel and the owner contributes less &adatollars at the time of purchase.

The federal government encouraged the sale of thebe&les with a 2009 federal
program. The federal government’'s month-long “CéshClunkers” program ended
with almost 700,000 new vehicles purchased by coess. The new cars averaged
about 9 miles per gallon more than the traded-imckes. The top three vehicles traded
in were the Ford Explorer SUV, the Ford F-150 Pgkand the Jeep Grand Cherokee
SUV.'® The top three vehicles purchased under the Cren®gram were the Toyota
Corolla, The Honda Civic, and the Toyota Carfry.

In addition, in May 2009, the Obama Administratemmounced a new national standard
that will create a car and light truck fleet in tbaited States that is almost 40 percent
cleaner and more fuel-efficient by 2016, with arerage of 35.5 miles per gallon
(currently 25 miles per gallori.

These changes are fostering the development of atectric and hydro vehicles that will
still use the roads but will not contribute to theel tax. General Motors Corporation
announced earlier this year that its Chevrolet Yetthargeable electric car should get
230 miles per gallon of gasoline in city drivingThe car is on schedule to reach
showrooms late in 2010. In addition, Chrysler,dz@nd Daimler AG are all developing
plug-ins and electric cars, and Toyota is workimgaoplug-in version of its fuel-electric
hybrid system. Nissan announced in July 2009 ithatould begin selling an electric
vehicle in Japan and the United States sometir2@10*°

In a state with such a heavy reliance on the far) these various evolutions in the
automobile industry will present a challenge to tdska’s current highway funding
structure.

18:Clunkers’ Generates 690,000 Saléy Frank Ahrens, Washington Pogtugust 27, 2009.

7 Clash For Clunkers’ Top-Sellers, Top Trade;ititp://www.huffingtonpost.com/2009/08/26/cash-for-
clunkers-topsell_n_269700.htnfaccessed October 2, 2009).

18 Obama to Toughen Rules on Emissions and Milezgjfen M. Broder._The New York Time#ay 19,
20009.

19 GM Says New Volt To Get 230 mpg In City Drivikgmberly S. Johnson & Tom Krisher. Lincoln
Journal StarAugust 11, 2009.




TRUTH #2: Nebraska has several high-priority capita |

expansion projects on hold that are costing its cit
time and dollars.

izens

In addition, 174 miles of the 19 88
planned expressway system remain to be constructed.

State Highway Needs

The state highway needs are not diminishing alonig i@venues; in fact, they are

increasing. NDOR estimates the state’s State whgtNeeds
highway needs at $9.1 billion in ons -
toda_y’s dollars. Wlth_ inflation ——————— P —
applied, the needs are estimated at $13yai ceamen= 2697308,000°  2837490,000*
billion.*®  Presuming an average iten e
. . T T =l ¢ f
Highway  Construction  Program ... s ;ﬁ:ﬁm e e
contributing $320 million for the next mscsinsos 185 420,000 196,420,000
20 years, the state would only be able  GranaTota SBZITABA000  §0,077.767.000
to meet $6.4 billion of the needs. * Inciudes ceets for right-olasy, bidgs, and munkdpal work.
Source: NDOR Figure 2
2009 State Highway System
Inflated Needs
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Source: NDOR

2 Executive Summarg009 State Highway Needs Assessment. pg. 1 J2009

Figure 3

% Testimony of Director Monty FredricksoDOR Needs Assessment Public Hearing. Novemb20@9.
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Over the past two years there have been a limitedber of capital expansion projects
initiated across the state. A sampling of somthefstate’s highest priority projects and
their present day costs include:

1.) I-80 Expansion, Omaha-Lincoln: $114 million
2.) Lincoln South Beltway: $175 million
3.) Highway 75, Murray-Bellevue: $224 million
4.) Highway 133, Blair-Omaha: $44 million
5.) Highway 30, Schuyler-Fremont: $106 million
6.) Kearney Bypass: $47 million
7.) Highway 34, Lincoln-Eagle: $69 million
8.) 1-80 Expansion, Lincoln-York: $370 million
TOTAL: $1.15 Billion
Source: Dpt. of Roads Figure 4

Currently only two of these projects are on NDORi®e or five year plans; the 1-80
expansion between Omaha and Lincoln, and the WBlgpass®

Introduction to the Expressway System
The need for an expressway system was formallytiitkzhby NDOR in 1969. The first
design was approximately 2,200 miles, althoughatiodf that system was planned four-
lane divided highways. Eventually the plan wagesf into a 602 mile system in 1988.

In relation to the expressway system, factors ihetliin the development of the system
were: (1) to connect urban centers with a populadiol5,000 or greater to the Interstate
System, (2) to add those routes which have an geeataily traffic of 500 or more heavy
commercial vehicles, and (3) to add additional sempsifor continuity”

The new expressway system plan was first publisheélde 1988 Highway Needs Study.
In the report, NDOR stressed that the ability toptete that expressway system would
depend upon financing decisions made by the Ldégigland the Governor.

With strong public support for an accelerated pmogr during the 1989 legislative
session the Legislature and Governor Kay Orr ammtoan additional $35 million in

22 Nebraska Surface Transportation Program BookaFiéears 2010 — 2015
% Expressway Systerh988 Nebraska Highway Needs Study. Volume 1dysReport Prepared by NE
Dpt. of Roads. pg. 18 (1988).
24
Id.
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highway user revenue each year for fiscal year$ 188 1991 to begin the program.
This was the equivalent of a 3.5 cent fuel taxease. The goals of the accelerated
program, among others, were to complete the majoonstruction of the inner-Omaha
interstate in 10 years, and to complete an expaRaptessway System in 15 yearts.

Since the 1989 legislative session, no additionaigases in highway user revenue to
provide for accelerated completion of the expregssystem have been passed. The
subsequent increases in the fuel tax that haver@ztgince 1989 are due to the normal
fluctuations the variable fuel tax system produwesnsure that NDOR is furnished with
its allocated budget.

Expressway Progress

In 1988, there were 503 uncompleted miles on thal rportion of the expanded
expressway system. The estimated cost was $64®@milThere were also 44 miles of
the urban expressway system estimated to cost $1i®n.?® Despite the fiscal
shortcomings, NDOR has managed to complete appeiglyn 428 miles of the
expressway system. To date there remains 174 fafteé® complete at an estimated cost
of $800 million to $1.3 hillion.

NEBRASKA EXPRESSWAY SYSTEM

Lagend
= EXDMCEwAyT propocsd and partislly
oompiated Eros 1852
f— Addtional tagmenic propocsd
™ long-rangs cianning

Incomplete Sections

00 ke
i W.8. 275, 4E mies between Omaha and MNorfolk, from Winsiow o ihe Slanion turm-off

0.8 81, 42 mies between COIUMDUS and York, from Hignway 64 10U.5. 34
U_3. 75, 30 miles between Belizvue and Kebraska TRy

W_8. 30, 24 miles bebtween Schuwier and Fremont

W_8. 77,20 mfes from Wanhoo io Fremont

Mebrsaka 2, 10 miies for Lincoln Souih Balbway

Nebraaka 71, & mies from intersiate B0 1o Nortn of Kimbak

Figure 5

It is important to note that the expressway systemot part of the needs outlined in
NDOR'’s 2009 Needs Assessment report. The completiadhe system is iaddition to
all other needs identified by NDOR. This is dudlte fact that only a scant amount of

% Executive Summant989 State Highway Plan. Volume 1: Study Repéttepared by NE Dept. of
Roads. pg.i. (1989).
*°|d at 22.
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mileage on the expressway system warrants expatsiarfour-lane highway based on
NDOR'’s updated criteria standards.

Inflationary Impact on Needs

The cost of the identified capital improvement

Congtruction Price Index

= projects will increase every year they are not
- ~let under contract as inflationary factors take
- effect on construction costs. The Nebraska
5168 Department of Roads’ (NDOR) Construction
:::_ = = Cost Price Index in Figure 6 exemplifies how
N . construction costs increased 9.3 percent in

2005, 10.1 percent in 2006, and 24 percent in
Source: NDOR Figure6 2007, for a total of 43.4 percent during this three
year time period. Inflation slowed somewhat in 0t 7 percent due to economic
turmoil. The current year is running at an appradied percent ratg.

This rise in costs has been spurred by increasengadd, both here in the United States
as well as around the world. China, India and ott®untries are experiencing a
construction boom, and Nebraska is competing foseéhresources needed to construct
roads. China, with a population of 1.3 billion qmaned with 300 million in the United
States, is building a 53,000 mile expressway syg@&000 miles more than the United
States’ Interstates) that is slated to be finishe8020%°

Cheesr B3 percent of all stats revenues are

Inflation is diminishing the purchasing power oktfue| derived from taxes on moior fuels which

averaged 254 per gallon in 2008, The buying

tax dollar as shown in Figure 7. Many other tagegh as pews of the 25 motar fuel txx in 1986 has

declined to just over 148 in wday™s dollars.

sales, property, and income taxes, maintain they: soaber v sl in 1569 would aoly

worth 571 today.

productivity in the face of inflation because tlex tbase

rises with inflation. This means that revenuesnfrinese .| e

taxes increase with rising costs. When the fuelddevied £, - e

on a per gallon basis, however, the revenue doés fiQ L
respond to inflation, and the fuel tax falls furtiehind as © » i
inflation increases the prices of resources. Thereo | =
factor in the fuel tax to account for inflation, cathe ~ *® = A
buying power of the tax has dramatically decreases

the past twenty yearS. NDOR has determined that one  source: NooR Figure 7

" Surface Transportation Financindlebraska Dept. of Roads Annual Report 2G@8 26 (2008).

B Tolls Can't Meet Needs of Future Highway Funding
http://www.stateline.org/live/details/story?conteirtl87179(accessed September 12, 2007).

29 By passing LB 846 in 2008, an attempt was madendy egislature to account for inflation through
tying a portion of the fuel tax to the wholesaleerof gasoline. In theory, as fuel prices gosgpwould
the fuel tax. However, after the bill was passed the Legislature adjourned sine die, fuel privesle a
sharp decline. When LB 846 took effect in July 20f@iel prices were much lower than estimated,taed
fuel tax actually declined.
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dollar in 1988 would only be worth 57 cents tod&y.

As projects are not initiated, the costs will cong to increase and add to the burden on
Nebraska’'s highway users through increased comgesind ultimately higher taxes to
pay for them.

% Financial OverviewNebraska Dept. of Roads Annual Report 248 28 (2008).
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TRUTH #3: Nebraska is at the point where current
appropriated funding will be inadequate to preserve the
present highway system sometime in the next two

years. Cost-cutting and re-prioritization have alr  eady
taken place at the Nebraska Department of Roads

through newly adopted highway standards and criteri a
and a new funding distribution method.

Nebraska Department of Roads’ Response

The Nebraska Department of Roads’ construction raraghas decreased over the last
few years. NDOR had its high water mark in FY Géhva $390 million program. That
was reduced to $350 million in FY 07, $341 millionFY 08, and finally $317 million
for FY 09. The current fiscal year has seen aifsogmt increase at $486 million, but this
is due to Nebraska’'s share of the federal AmeriRamnvestment and Recovery Act
passed in February 2069.NDOR estimates that the FY 11 construction pnogvéll be

at a $300 million level? Unless more revenue is appropriated to the HighWaist
Fund, the construction program level will contint® decrease due to increasing
construction costs and declining revenues.

Slowing Program Delivery
Inadequate funding has begun to impdct Delivery of the 1-Year Program
NDOR’s delivery of projects on the 1 Year ,, 1w
Plan. Of the 143 projects in the 2008 Fiscal {\ = A
Year program totaling $329.9 million, 129 §* L 7/  § =
projects,or 90.21 percent, were let to contra 1; ST Sl e
with a total projectcost of $302.1 million. As|
reflected in Figure 8, the FY 08 percentage /of
projects let to contract is lower than previous o
years dugo projects being delayed.Delivery | wlooo o0 oo 2 o Es_”
of planned projects will continue to be a Ficalter

concern with an unstable source of funding.

Source: NDOR Figure 8
Prioritization
Due to this construction program contraction, NDRd® had to reassess its priorities. A
process of establishing a priority for expendituagsl determining new procedures for
the allocation of highway construction funds waguein 2007 with the newly formed
Funding Distribution Team. In its December 2008aFiReport, the Team presented its

31 H.R. 1: American Recovery and Reinvestment AQ@J9, 111th Cong. (2009) (enacted).

32 NDOR Director Monty Frederickson’s Testimony, DOReds Assessment Hearing. State Capitol,
Lincoln, Nebraska. November 4, 2009.

3 Mobility, Nebraska Dept. of Roads 2008 Annual Report, {§088).
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recommendations to NDOR and the Nebraska Highwayr@igsion, giving top priority
to preserving the state’s existing highways anddeiassets.

Priority of Highway Needs

Capital Improvements

Source: NDOR Figure 9

The state’s existing highway net assets are valtedpproximately $7.7 billiofi
Maintaining the current system is NDOR’s number pnerity. However, the cost to
accomplish this goal is continuing to rise in thed of current economic circumstances.
In 2007, NDOR began to estimate an approximatd Eeow much it costs each year to
preserve the current state highway system. Thealinnumber was estimated at
approximately $177 million out of the constructiprogram ($350 million in FY 07).
For FY 08, the number rose to $188 million to prese¢he system out of a $341 million

construction program level.

Construction Program Level vs. System Preservatiohevel (in millions)

$400
$300 -
B Program
B System Pres.
$200 -
$100 = T T T

FY'04 FY'05 FY'06 FY'07 FY'08 FY'09 FY'10 FY'll FY'l2 FY'13 FY'14

Figure 10

As displayed in Figure 10, the construction proghawel is compared to the system
preservation levef® These numbers are rapidly approaching each atmmill invert

34 Net Asset ValydNebraska Dept. of Roads 2008 Annual Report, fg2208).
% Note: Starting with FY "10, NDOR began to estimtite system preservation level with both non-
interstate and Interstate needs. Before this tonly, non-interstate needs were included.
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in the near future. When they do eventually meet imvert, Nebraska will no longer
have enough revenue to maintain its current highesstem, much less add needed
capacity. As previously stated, NDOR is estimaar§300 million construction program
for FY 11. NDOR is also estimating that the sysiamservation level will increase to
$300 million in FY 11 due to increased interstateds and inflatior®

If the construction program level remains consistah $300 million, the system
preservation level will outpace the constructioroggam by FY 12 and several
preservation projects will not be undertaken beeaws this funding shortfall.
Maintaining the existing system in its current cibiod will no longer be possible.

The present situation of Nebraska’'s state highwayesn is excellent, as evidenced by
Figure 11, and has stayed relatively consistent aveeriod of several decades. NDOR
has been steadfast in its attention to the preservand upkeep of the present state
highway system.

State System Pavement Ratings

Pavement Condlition Pavement Smoothness
— (Nebraska Serviceability Index) o (nternational Roughness Index)
| 52 86 85 85 o 84 84 BS oo _E—ﬁ Pl g> 82 83 B4 84 85 g7 o1 91 92
60% - GD_GH & Very Good 60%
40% - :I‘:’ &¥oryPoor |- 40%
s snns PRl ===
e ‘98 ‘a9 '00 01 02 03 ‘04 '05 ‘06 07 ‘08 L ‘98 '9g 00 ‘01 ‘02 '03 ‘04 '05 ‘06 ‘07 08
Fiscal Year Fiscal Year
Source: NDOR Figure 11
If revenues continue to Level Revenues
stagnate and not keep pace =
with inflation, the integrity of 0
Nebraska’s highway system -
will suffer. As an example, -
Figure 12 shows how the -
condition of non-Interstate® : ” fond)
highways will deteriorate if =~ * s
NDOR's budget remains = -
static for the next twenty 2
years. w0
=]
#2598 R ENEERLS
RRRRRRRRRRRNNERNENNNS
Source: NDOR Figurel2

¥NDOR Director Monty Fredrickson’s TestimgryOR Needs Assessment Public Hearing. State @apit
Lincoln, Nebraska. November 4, 2009.
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The blue line in Figure 12 shows the decrease liogo¢ of miles in good condition. The
red line shows the increase in percent of mildsimto poor condition.

Capital Improvement Ranking System

NDOR'’s Funding Distribution Team provided a recomuhegion with the new selection
process using a two-tier system based upon estimatenomic benefit to highway
users>’ Tier | considers the engineering economics of hgect. This ranking will
account for 60 percent of the overall ranking. rTike considers factors about the
improvement’s importance to the entire state. Taiking will account for 40 percent of
the overall ranking® The new system attempts to make the selectiorcapital
improvement projects as objective as possible.

Minimum Design Standards

In 2007, NDOR re-visited the criteria used to deaichat roads should be improved and
what specific design standards should be usedhimset improvements. The criteria
included lane and shoulder width, as well as awegjly traffic counts that warranted

four lane highways as shown in Figure 13. The s@egideria were revised in accordance
with the American Association of State Highway afdansportation Officials

(AASHTO) guidelines.

As a result, the highway systneeds were reduced by $1.4

billion.
ADT Old Criteria New Criteria ADT
3000 & Greater 12 Fe. Surf. Lane Width 12 Ft. 4000 and
10 Ft.. Shid. Width 8Ft T
8 Ft. Paved Shid. Width 6 Ft.
No Crest VC below 55 MPH Stopping Sight One Crest below 55 MPH
per Mi. No crest below 45
MPH. No Sag below 40 MPH
ADT greater than 6000 4-Lane Warrants ADT greater than 10,000
1700-2999 12 Ft. Surf. Lane Width 12 Ft. 2000 - 3999
sFt. 39F Shid. Width 6 Ft
8 Ft. if on Prior. Comm. Paved Shid. Width 2 Ft.
No Crest VC below Stopping Sight Two Crest VC below 55 MPH
55 MPH per Mi. No Crest below 40 MPH
No Sag below 35 MPH
400-1699 12Ft. Surf. Lane Width 12 Ft. 750-1999
6 Ft. * Shid. Width 3Ft
8 Ft. if on Prior. Comm. Paved Shid. Width Existing
No Crest VC below 45 MPH Stopping Sight No Crest VC below 40 MPH
Existing Sag VC conditions
Under 400 12 Fe. Surf. Lane Width 11 Ft. Under 750
4 Ft. Shid. Width 2 Ft.
None Paved Shid. Width Existing
No Crest VC below 40 MPH Stopping Sight No Crest below 40 MPH
Existing Sag conditions ‘
* 10 Ft. if on the Priority Commercial System
Source: NDOR Figure 13

3" New Procedures for Allocation of Highway ConstrantFunds Nebraska Dept. of Roads 2008 Annual
Report, pg. 8 (2008).
38 Capital Improvemenig=unding Distribution Team Final Report, pg. 120G8).
39 Testimony of Director John CraifpOR Needs Assessment Public Hearing. State Gapitzoln,
Nebraska. November 9, 2007.
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Diversion of Current Funds

NDOR has looked internally to cut administratiord aperating expenses and shift funds
to highway construction. NDOR reduced its opemtindget by $16 million each year

over the FY ’'09-10 budget biennium and redirectezl gavings towards the construction
and maintenance prograrifs.

During the 2009 Special Session, NDOR was requicedut $12.3 million from the

Administration, Services and Support, and Transd Budget categories and shift the
funds to the construction and maintenance progfamshese shifts in funding have
allowed NDOR to maintain the construction prograewel above the $300 million

watermark to date.

“0 Testimony of Director Monty FredrickspbR 152 Public Hearing. Lincoln, Nebraska, Sepiem1,

20009.
“1 Committee Wraps Up Budget Cuty Martha Stoddard. Omaha World-Heradibvember 13, 2009.
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TRUTH #4: Because Nebraska employs a revenue-
sharing structure that the local governments rely h eavily
upon, these local political subdivisions face the s ame
declining revenue challenges as the state and are a Iso
falling behind on street and road maintenance and
construction.

The state Highway Allocation Fund has long beengaifscant source of county and
municipality road maintenance and constructionaiell Approximately $194 million
was distributed to local governments from the Adiden Fund in FY 092

The Fund is divided evenly between the two locaitgiategories, and then apportioned
based on a statutory formufa. Counties have a more weighted balance towards rur
areas than municipalities do as shown by Figure 14.

Figure 14

Typically, the larger population the county hase tmore it relies on the Allocation
Formula to fund its roads. In FY 08-09, Douglasi@ty reported spending $26.5 million
for operating expenses and capital outlays for mays/roads. Of that total, $10.8
million of these funds came from the Allocation Bffi That is roughly 41 percent of
Douglas County’s budget for roads. In Hamilton @gy out of a $2.34 million road
budget, $932,000 comes from the Allocation Fundi®percenf?

A rough estimate shows that a county will usuabyngr 25 to 40 percent of its yearly
total of highway revenue from the Highway AllocatiBund?®

Municipalities rely more heavily on the Allocatidrund than counties. According to
Omaha’s 2008 Budget, $26,746,150 of its $72,190r888nues for public works came

“2 http://www.nebraskatransportation.org/city-countiffgdistbookcocityfy-09.pdf(accessed December 2,
2009).
“*®Neb.Rev.Stat. §§ 39-2507 and 39-2517.
442008-09 Budget Information on Nebraska Countieshraska Auditor of Public Accounts website,
Dsttp:llwww.auditors.state.ne.us/local/budqet/ZOOthtv/. (accessed December 2, 2009).

Id.
“1d.
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from the state Highway Allocation Fund. Another2$20,000 came from federal aid.
Therefore, in 2008, Omaha received roughly 54 peroé its overall revenue from the
state and federal government for street maintenandeonstructiofi’

For FY 08-09, 45 percent of Sidney’s highway budggne from the Allocation Fund,
Grand Island - 46 percent, Ogallala — 43 percerd, McCook — 60 percefif. A rough
estimate shows that a municipality will usually mgar 30 to 45 percent of its annual
highway revenue from the Highway Allocation Fufid.

Growing Needs

Local governments’ needs continue to grow. A stdolye for the Metropolitan Area
Planning Agency (MAPA) in 2004 concluded that them&ha metro area’s future needs
were $2.1 billiorr?

The city of Lincoln has traditionally used its staighway Allocation funds to pay its
street operation and maintenance costs. Due tedsing needs and the stagnation of the
Allocation Fund, the city estimates that this cotreevenue level will no longer be able
to pay those costs by approximately 26%14.

The 2004 Governor’'s Transportation Task Force Repoantified the counties’ and
cities’ collective estimated project costs at $2billfon.>

“" City of Omaha 2008 Budget Memo from Jack Chelétegistered Lobbyist for the City of Omaha, to
Dusty Vaughan, legal counsel of the Transportagiorelecommunications Committee. March 2008.
“8 2008-09Budget Information on Nebraska Municipediti Nebraska Auditor of Public Accounts website
http://www.auditors.state.ne.us/local/budget/2008iwipal/, (accessed December 3, 2009).
49

Id.
* Transportation Funding Study, Douglas and Sarpy@ies HDR. Prepared for MAPA. October 2004.
pg. 4.
LR 152 Public Hearing, testimony of Mayor Chrisuler. Lincoln, Nebraska. September 11, 2009.
2 Overview of Community Needinal Report Presented to Governor Mike Johafiransportation Task
Force For Nebraska’s Future, pg. 29. January 8420
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Unless the Legislature is willing to increase the s  tate’s
highway program under the current funding system,
Nebraska must accomplish highway revenue growth in
some other form than increased fuel consumption.
Many alternatives may provide potential revenue
sources; however, all of the following options requ ire an
increase in some type of tax or fee, or a shift in existing
state resources.

As the Transportation & Telecommunicatio
Committee traveled across the state, sev
main themes were heard from the testifi
who participated at the public hearings sho
in Figure 15. During the hearings,

different ideas were presented as a pote
source of highway funds. Some ideas w
heard frequently such as increasing the f
tax. Testimony was almost exclusive in t
support of increasing transportation fundi
through the increase of some type of fee.

Figure 15

Alternative Funding Methods
Nebraska has been consistent in its policy of fogdiighways through a pay-as-you-go
user fee concept. All other states fund their Ways with the fuel tax and registration
fees in some fashion, but in addition a majoritygtaites have employed a variety of other
funding concepts. States have used general furehues, added toll lanes, sold their
highway assets to private investors, and issuedinebond securities.

As previously noted, Nebraska has relied heavilyttenfuel tax and other user fees to
meet its highway needs. Presented below are 3éralift revenue options that were
offered to the Transportation & Telecommunicati@@nmittee to consider in order to
meet Nebraska's highway funding needs. The optiares grouped into six main

categories: the Fuel Tax, Registration Fees, LdBavernment Options, Indirect

Transportation Fees, New Fees, and Other Stateslifig Options.

The information presented herein is not meant e girecommendation on each funding

option, but to merely give background informatiantwow their application would work
in Nebraska.
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Fuel Tax

1. Fuel Tax Increase

2. Index the Fuel Tax to Inflation

' 3. Index the Fuel Tax to Highway Maintenance

1.) Fuel Tax Increase

In Nebraska, each cent of fuel tax raises an additi$12 million. Fuel tax increases to
fund roads is seen as more equitable than othehanexns because it is considered a
“user fee”. It puts the burden of roads fundingiaagly on the people who use the
highway and street system the most.

What do we pay forina gallonof | |n recent years, a fuel tax increase has become

Regular Grade gasoline? .

Jooo o 2008 oos synonymous with controversy. Even though the fuel

s as A 5525 tax makes up a smaller portion of the overall afst
12% e 12% gasoline as the price has risen over time, it lenb

Refining Cests & | 7% ]
Profits

perceived that an increase is “piling on” to the

15% o
- s h consumer.

51% e 69% As discussed previously, there are several difteren
categories that comprise the Nebraska fuel taxy An
I mmmmm— one of them could be increased, and they would all

Source: Energy Information Administration

have different outcomes on highway funding:

a. Raise the 2.8 cents that goes directly to the cities and counties. This
portion of the fuel tax goes directly to the Higlywallocation Fund. The
state does not share any of the revenues in tloealbn Fund, and thus
would not receive any additional revenue through tption. However,
an increase in the 2.8 cents could lead to a ptyppeex reduction based on
the additional revenue being dedicated for roads$ streets. This of
course would depend on how local governments dboaavenue
previously spent on roads. This portion of thel fizx has not been
increased since 19885,

b. Raise the 7.5 cents fixed state portion. This portion of the tax goes
directly to the Highway Cash Fund for NDOR of Raatbudget. The
local governments would not receive any additiaeakenue through this
option. Any increase in this portion would be usedhe state’s highway
construction program.

c. Raise the variable through the normal Appropriations process. The
variable portion of the fuel tax goes directly twe tHighway Cash Fund.
This fund is not shared by cities and counties, ey receive no direct

>3 Chronology of NE Motor Fuel Tax Rates, Cents Pelidbalax. Dept. of Roads.
http://www.nebraskatransportation.org/budget-n+icefdownload/taxhis-fuel-tax.pdhiccessed September
4, 2007).
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additional revenues through an increase in thisa@® Any increase in
this portion would be used in the state’s highwagstruction program.

This method was attempted in the 2008 legislatessi®n when the body
voted to increase NDOR’s budget by $14.5 million dounteract a

corresponding decrease in the highway program aIMDIOR negotiated

salary increases. This action had the potentialaise the fuel tax

approximately 1.8 cents. The governor subsequdindyitem vetoed this

measure’ The body overrode the veto and implemented thegdiu

increassse in order to maintain NDOR'’s constructioogpam budget for FY

09-10:

2.)Index the Fuel Tax to Inflation

This is an option that allows the fuel tax to remaustainable going forward without
increases in consumption. An indexed fuel taxcstme¢ can maintain long-term real
revenue without the political battles and uncetiathat accompany the appropriations
process. A true index rate takes the politics ofitthe decision and ties the
increasing/decreasing of the fuel tax rate to dependent measuring index.

The National Surface Transportation Infrastructeireancing Commission, a blue ribbon
panel appointed by Congress with solving the trartaion funding problems of the
federal government, recommended to Congress thshatild index all future federal
motor fuel taxes to inflation.The Commission believed that the Consumer Pricexnd
(CPI) would be appropriate to use in adjustingfiiure inflation because of its historical
consistency with average growth rates of more tathéndices and the availability of
longer-term index projections.

Over the past two decades, at least 15 states tn@ek some form of variable-rate
gasoline tax that adjusts automatically by beindeked to the price of gasoline, to the
CPI, or to some indicator of highway constructiord anaintenance costs. Indexing
fuel tax rates to the CPI appears to be the begtolvensuring that fuel tax revenues keep
pace with inflation. The CPI program produces rhpntata on changes in the prices
paid by urban consumers for a representative bagkgbods and services. The change
in the CPI is a measure of inflation.

In 1985 Wisconsin passed a bill that establishedoaedure for indexing of the fuel tax
rate based on inflation and changes in fuel consiomp From 1997 until 2005, the
statute was changed to tie the increase/decredbe @ifiel tax directly to the CPI. In no

** Message from the Governor. Legislative JournadtiQ.egislature, Second Session, Fifty-Second Day,
April 2, 2008, pg. 1282-83.

> Motion to Override Line-ltem Veto on LB 959. Lsgitive Journal, 100th Legislature, Second Session,
Fifty-Fourth Day, April 7, 2008, pg. 1330-31.

%8 http://financecommission.dot.gov/Documents/NSTIFnBussion_Final _Report_MarO9FNL.pdf
(accessed November 19, 2009).

°*"Variable Rate State Gasoline Taxdsffrey Ang-Olson, Martin Wachs, Brian D. Taylbrsitute of
Transportation Studies, Univ. of Cal-Berkeley, pd1999).
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year did the fuel tax increase by more than .9;ertd in two years the tax actually went
down. In 2005, the Legislature passed a bill tedtminated annual automatic
adjustments due to political presstfe.

As time passes, these incremental increases cdo lguiinto a high tax compared to
other states. This can be minimized some by pnogid ceiling on an annual increase.

3.) Index the Fuel Tax to Highway Maintenance

No state has attempted this option, although N&brasmes closest with its variable
portion of the fuel tax. Although the variabledsectly tied to NDOR’s budget and the
Highway Cash Fund appropriation, it does not autmaly take into account the
increased maintenance and construction costs fh@tR\faces annually.

As previously pointed out, since 2007 NDOR hasnestied a preservation level of how
much it will cost to maintain the current systefihis number has risen significantly.
Applying a 5 percent inflation rate for FY 11 an@ aercent rate for subsequent years (a
conservative estimate), Figure 16 demonstrates thewpreservation level will quickly
reach new heights.

$400

$350 $315 $394 $334

$286 $300 B System
$300 Preservation
$200 - T T T T

FY '10 FY'11 FY '12 FY '13 FY '14

Figure 16

Indexing Nebraska’s fuel tax to the preservatioreléo make up for the yearly increase
in maintenance costs would see a consistent ineieabe fuel tax. Taking into account
that a cent increase in the fuel tax raises apprataly $12 million per year, it would
take a 1.3 cents increase in FY 12, a .8 centaseréen FY 13, and a .8 cent increase in
FY 14 to keep pace with the preservation level.

%8 Repeal of Motor Fuel Tax Indexing, Wisc. LegistatBrief 06-02, January 2006.
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Registration Fees
. State Registration Fee Increase
. Motor Vehicle Tax Reformulation
. Motor Vehicle Tax Shift
. Base Motor Vehicle Fee
. Apportioned Vehicle Registration Increase
. Electric Vehicle Fee
. Rescind Tax-Exempt Vehicle Status
. Recreational Vehicle Registration Fee Increase

O~NOOT A~ WN P

Nebraska'’s registration fee scheme is complex.r&’aege various components that send
fee portions to different taxing entities. Certaomponents make up larger shares of the
overall fee than other components. Registraties tee paid by Nebraska residents; this
contrasts to a fuel tax that is paid by any petaoying fuel in the state.

There are three main components to registrationifedlebraska:
1. State Registration Fee,
2. Motor Vehicle Tax, and
3. Motor Vehicle Fee.
*Note: Cities also have statutory authorizationrctdlect a Wheel Tax, although
only Omaha, Lincoln, Hastings, Arlington, and Famhave adopted such a tax.
This tax is dedicated exclusively to the repairrfigtreets”®

Although the State Registration Fee makes up onkeeothree main funding mechanisms
for highway revenue in the state, it is typicallgraall portion of the overall registration
fee. The Motor Vehicle Tax is the main culprittbe high Nebraska registration fees,
accounting for upwards of 90 to 95 percent of titaltas evidenced by Figure 17. Even
though the Motor Vehicle Tax is a large percentaigde overall registration fee, none of
it is required to be spent on transportation iriftagure. The Motor Vehicle Tax is
distributed to the city, county, and school systehere the vehicle is registered. The
schcg(c))l receives 60 percent of the proceeds, wéhnthnicipality and county dividing the
rest.

Figure 17

9 Neb.Rev.Stats. §§ 14-109, 15-207, 18-1214.
%0 Neb.Rev.Stat. § 60-3,186
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1.) State Registration Fee Increase

The state registration fee for normal passengeickezhis $15* This fee has not been
increased since 1969. An additional $3.50 is idetu in the standard fee for the
Department of Motor Vehicles Cash Fund ($1.50), Bmergency Medical System
Operations Fund ($.50), and the State Recreaticad Fuind ($1.50%° The county is
also allowed to collect $2 for each motor vehiggistered within its jurisdictiof?

The State Registration Fee accounted
approximately $34 million for the Highway Tru
Fund in FY 09, or roughly 10 percent of highw.
revenué”® Based on the estimated 2.2 mill
vehicles and trailers registered in Nebr&3kan extra
$10 would net the Highway Trust Fund an additio
$22 million per year. Because the State Registna
Fee goes directly to the Highway Trust Fund, t
would be the simplest method to ensure that
increase in the overall registration fee would be
reserved for highway funding.

2.) Motor Vehicle Tax Reformulation

Currently the Motor Vehicle Tax phases out onceehisle reaches 14 years of &§e.
Due to this statutory policy, over 600,000 motohiekes and trailers on Nebraska
highways were not paying any motor vehicle tax@&’, from a total of approximately

2.2 million registered vehicles in NebragKa. Motor Vehicle Tax Schedule
Year Reduction Factor

The easiest solution for reformulating the Motf™ 1.00
Vehicle Tax would be to require a base fee near |2 90
end of the vehicle’s useful life. The motor vehic =
tax schedule in Figure 18 shows how no Mof" 60
Vehicle Tax is currently paid after the 14th ye#r ;3:: fé
the vehicle’s existence. W =

Q" .24
Going back to the Honda Accord example, FigyiZm2eil 15
17 showed that a 1996 Accord will pay no MotfiZ and oiger 50

Vehicle Tax because it has zeroed out according—o
Figure 18

®' Neb.Rev.Stat. § 60-3,143

®2 Neb.Rev.Stat. § 60-3,156

% Neb.Rev.Stat. § 60-3,141
®http://www.nebraskalegislature.gov/pdf/reportskiguinddescriptions_1109.pdh pg. 173, (accessed
November 19, 2009).

8 http://www.dmv.ne.gov/dvr/pdf/mvregstats1913 20@, accessed November 19, 2009).

® Neb.Rev.Stat. § 60-3,187

" Motor Vehicle Tax Data Reportompiled by Tom Bergquist, Deputy Director Legtale Fiscal Office.
May 2008.

®8 http://www.dmv.ne.gov/highwaysafety/pdf/tr7mvredf. pccessed November 6, 2009).
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the Tax Schedule. However, Figure 19 shows ho®% JAccord will pay $21 because
it is in the last year of the reduction factor.

Figure 19

If current vehicles at least 14 years old were dfaihered into such a change, future
vehicle owners would continue to pay the same amolregistration fees that they paid
in the vehicle’'s thirteenth year of existence. ctiuld be argued that all vehicles
occupying the roads would continue to pay their $aare regardless of age. A reduction
of the Motor Vehicle Tax near the beginning of thehicle’s life could also be
considered with a minimum base fee to balancermuatiditional revenue.

As previously pointed out, the disadvantage to aaviehicle Tax reformulation is the
tax is not allocated to highway funding. In ordereffect this change, a legislative bill
would have to redirect the tax for the 14th yearaofehicle’s life and beyond to the
Highway Trust Fund. This would hold the schooles and counties harmless because
they would continue to take in the same amountuoid$ as before. The cities and
counties would also share in the additional feemftheir portion of the Highway Trust
Fund money that flows to the Highway Allocation Hun

Another reformulation of the Motor Vehicle Tax cduinvolve averaging the current

estimated cost of a vehicle’s registration ovewugsful life, and making the average the
annual fee. This would alleviate the shock of hgvio pay high initial fees at the

beginning of a vehicle’s life and spread the cagtaver time.

3.) Motor Vehicle Tax Shift

The Motor Vehicle Tax and Motor Vehicle Fee repthatee property tax levied on motor
vehicles in 1998 The Motor Vehicle Tax is distributed to the ciggunty, and school
system where the vehicle is registered. The scremaives 60 percent of the proceeds
with the municipality and county dividing the ré8t.Schools across the state received
over $121 million from their allocated portion dfet motor vehicle tax in 2008, which
netted approximately $201 million totd.

LB 323 in the 2009 legislative session attemptesl tdx shift to some degree. The bill
would have re-allocated 5 percent from the schoadstion of the tax to the cities and

9B 271, (1997).
O Neb.Rev.Stat. § 60-3,186.
LMV Tax and Fee spreadsheet, prepared by Bill Loesearch analyst of the Revenue Committee. 2008.
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counties’ portion, and would have required thendédicate the funds to road building
and maintenanc®. Under this scenario, the loss of motor vehiclerevenue to schools
would be replaced by General Fund state aid forsdhechool districts that are
equalized?® This replacement makes this funding option asteift; money is sent from
the schools to the cities and counties for roadgstantion, and it is made up by a shift of
funds from the General Fund.

The state does not share in the diverted revenderwB 323’s scenario. It would take a
diversion to the Highway Trust Fund to accomplishtteffect. However, the Nebraska
Constitution may prohibit such a shift. The Caomngibn provides that the tax proceeds
from motor vehicles taxed in each county shall becated to the county and the cities,
villages, and school districts of such coufityAlthough the Constitution mandates a
Motor Vehicle Tax must be used for the local gowegrbodies, it does not mandate the
amount of the tax or mention any additional feet tten be placed on a vehicle. A
diversion to the Trust Fund could be accomplishgdolwvering the Motor Vehicle Tax
and replacing it with a new fee, or increasing éxésting state registration fee in the
same amount as the loss to the schools.

4.) Base Motor Vehicle Fee
The Motor Vehicle

) = Year Reduction Factor
Fee is distributed tor—s 1.00
cities and counties i 6-10d 10
- 11 .35
equal shares and iF——
. Base Fee
the same proportlo Passenger cars and trucks with a value when new $5
as each entityof less than $20,000; $20,000 - $39,000;
. $40,000 and over -
receives from the igg
nghV¥Say AII_ocatlon Motorcycles - $10,
Fund. Unlike the [Cabin trailers and mobile homes - $10)
Motor Vehicle Tax Trucks and buses - $30,
. . ' [Trailers other than semi-trailers - $10]
the fee is requ”ed tOSemi-tralers - $30]
be used for road, .
Figure 20

bridge, or street purposés.
The Motor Vehicle Fee is levied throughout the bfethe vehicle on a graduated scHle.
From the sixth to the tenth year of the life of trehicle, the fee is assessed at .70 of the
base fee. After the eleventh year of the vehtble motor vehicle fee is assessed at .35 of
the base fee.

" Introducer's Statement of Intent, LB 323enator Tony Fulton. Transportation & Telecomm.
Committee. One Hundred First Legislature — Fiestston. 2009.

3 Fiscal Note, LB 323. Prepared by Mike LovelaGne Hundred First Legislature — First Session. 9200
" Neb.Const. Art. VIII, § 1.

> Neb.Rev.Stat. § 60-3,187

1d.

" Neb.Rev.Stat. § 60-3,190
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The motor vehicle fee has seen an incremental aserén revenue over the past several
years. In FY 2000, the total amount received liesiand counties was almost $12.8
million. By 2009, that number had climbed to $18dlion."®

Like the State Registration Fee, the Motor Vehlede is usually a small portion of the
overall registration fee. The base fee for an motuile valued at less than $20,000 is $5
($20 valued up to $40,000, $30 over $40,080)Based on the reduction factor, for a
vehicle valued at less than $20,000, by the 6th g&the vehicle’s life the owner is only
paying $3.50 for the Motor Vehicle Fee. By thehlyear, the owner is only paying
$1.75.

With the Motor Vehicle Fee representing a smalltiparof the overall registration fee,
eliminating the reduction factor for the Fee wonlat have a significant financial impact
on the vehicle’s owner.

5.) Apportioned Vehicle Registration Rate Increase

An apportioned vehicle is a motor vehicle or tnailsed in two or more jurisdictions for
the transportation of people or propeftyApportioned registration is an optional method
of registration that provides for licensing a fledtvehicles, operating in two or more
jurisdictions, by payment of fees to the base glicison. The base jurisdiction is
responsible for transmitting the fees owed to fifecéed jurisdictions.

Apportioned registration is governed by two fedepabgrams, the Unified Carrier
Registration Plan and the International RegistratiBlan. The Unified Carrier
Registration (UCR) Program is a relatively new fadierogram that requires individuals
and companies that operate commercial motor veshinlénterstate commerce to register
their business with their base jurisdiction and payannual fee based on the size of their
fleet. UCR Fee Brackets (2007)

As evidenced by Figure 21, the UCR fees are basgel
the number of motor vehicles owned and operatekiinvif 1
previous 12 month peridd. They are assessed to mot-
carriers, freight forwarders and brokers. Stawseho , o
authority to change the fee.

Nebraska’'s entitlement from UCR is almost $742,0
annually. It does not matter how much is colledbgd
Nebraska for the program, it will only be alloweal

keep the predetermined amount. The revenue!
distributed to the State General Fund for publifetya

Figure 21

8 Local Government Share State Highway User Revemrgsiout by Monty Fredrickson, LR 152 Public
Hearing. Lincoln, NE. September 11, 2009.
79
Id.
8 Neb.Rev.Stat. § 60-308.
8 http://www.dmv.ne.gov/mes/ucr.htpfaccessed November 20, 2009).
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initiatives®?

The International Registration Plan (IRP) is a ngieg compact between member
jurisdictions including all contiguous states, bt of Columbia and the Canadian
provinces. IRP registrants are required to mainspiecific mileage records supporting
their £E)Speration and must be provided for audit. fdska became a member of IRP in
1975:

IRP fees are established by each participatingdigtion. IRP fees in Nebraska are
determined by the percentage of miles traveledachemember jurisdiction and the
registered combined gross weight (CGW) of eacholehiAn apportioned vehicle pays a
registration fee of $32 per t&f.

The 2009 average IRP registration fee for an 80hd, Nebraska-based vehicle was
$1,633. Of that amount, $131 is Nebraska's aveggéon, while the remainder is
distributed to other IRP jurisdictions. Some casipay more or less depending on their
mileage percentage in NebradRaln 2007 Nebraska collected just over $76 million
IRP fees from all carriers, $30.1 million of whigkas retained by Nebraska and $46.5
million of which was distributed to other IRP jufistions®®

Increases in the IRP apportioned vehicle registngiee could be another funding option.
Apportioned vehicles actually pay less than a Jehiegistered at the county level. A
2008 model year vehicle, registered at 80,000 pswwduld pay $2,009.59 to register at
the county ($30 — Motor Vehicle Fee, $935.50 —eSfaegistration Fee, and $1,004 —
Motor Vehicle Tax). The same vehicle would pay682,88 if it were registered as an
apportioned vehiclé’

The commercial vehicle industry would argue thasialready paying its fair share of
taxes. The trucking industry in Nebraska paid epipnately $158.9 million in federal
and state roadway taxes and fees. The industdy3tapercent of all taxes and fees owed
by Nebraska motorists, despite trucks represerdimy 13.1 percent of vehicle miles
traveled in the stat&.

Currently Nebraska’s commercial motor vehicle regiton fees are competitive with
surrounding states as evidenced by Figure 22, stgptiie full year fee for an 80,000
pound apportioned vehicle.

82 Memo from DMV Staff to Transportation & Telecombegal Counsel, December 8, 2009.
8 http://www.dmv.ne.gov/mcs/irp.htmn{accessed November 20, 2009).

% Neb.Rev.Stat. § 60-3,198.

:z Memo from DMV Staff to Transportation & Telecombegal Counsel, December 8, 2009.
"ig

8 Nebraska Fast Fact#®American Transportation Research Institute.
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Source: NE DMV Figure 22

Any increase in the apportionable registrationvieild affect not only Nebraska-based
motor carriers, but any motor carrier who operdtesugh Nebraska as part of their
state’s IRP program. Any attempted increased enaibportioned vehicle registration fee
must keep in mind that a competitive balance withrainding states must be
maintained, or Nebraska risks losing those feeé it organization choosing to use
another state as its base registration.

6.) Electric Vehicle Fee

This funding method will become more importantiagetgoes on. As previously stated,
the automobile manufacturing industry has begurtutm their attention to electric
vehicles. A coalition of auto makers, battery nfaoturers, utility operators and
shipping companies has outlined a plan to put 1liiomelectric vehicles on the road by
2030 and are calling on Congress to offer tax tseftir buying all-electric plug-in
vehicles?® The Obama Administration awarded $2.4 billiongirnts out of the 2009
stimulus program to subsidize development of eleeehicle production in the U.3.

All-electric vehicles will be powered solely by thelectric batteries. Currently, the
main user fee in Nebraska that comprises the biuits tnighway funding is the fuel tax.
The electric vehicle owner will not pay any fuektaven though the vehicle will be
using the roads. If there is eventually a masseammnt by the motor vehicle industry
towards these types of vehicles, governments w&ehno choice but to move towards a
new system that may involve taxing total miles ¢&lad.

Nebraska law requires an electric vehicle owneslitain a permit from the Department
of Revenue’s Motor Fuels DivisioH. The permit fee is $75, and is in lieu of any moto
fuel tax that the vehicle will not pay. The fedrnsated like any motor fuel tax revenue,
and is deposited in the Highway Trust FiAd.

A fee added to the registration of the electricigieghequivalent to the yearly fuel tax paid
by an average consumer would be an effective dutesfor the fuel tax. As the DMV’s

zz Firms Call For Electric Car Tax-Credity Judith Burns._The Wall Street Jouridgbvember 16, 2009.
Id.

91 Neb.Rev.Stat. § 66-687

92 Neb.Rev.Stat. § 66-688
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Vehicle, Title, and Registration (VTR) System cuathg has the capability to track a
vehicle’s fuel type, the logistics of such a feewdonot be difficult to implement

This fee will not be a significant revenue genera® there currently are only 5 electric
vehicles registered in Nebraska.The industry will most likely be tested in theastal
regions of the United States and larger populatities. As the industry gains more
market share, Nebraska and its local governmentk bl forced to address the
discrepancy in different vehicles’ fuel tax contriions.

7.) Rescind Tax-Exempt Vehicle Status

Organizations and societies that are eligible fopprty tax exemptions in Nebraska are
also eligible for an exemption to the Motor Vehidlax and Motor Vehicle FeB. These
groups include agriculture or horticulture socigtiand educational, religious, charitable,
or cemetery organizatior8.

In 2008, 3,655 motor vehicles registered as taxrptd’ If these organizations and

societies were stripped of their motor vehicle ¢aoempt status, the additional revenue
generated would be negligible. As tax-exempt Vebi@re required to pay the State
Registration Fee, the majority of additional feesuld be made up of the Motor Vehicle

Tax which is not dedicated to highway funding.

8.) Recreational Vehicle Registration Fee Increase
Recreational vehicles are registered and pay diffdees depending upon their weidht.

Figure 23

There were 38,071 recreational vehicles registerétebraska in 2008 A $10 increase
in each classification of the State Registratioa Wweuld net the Highway Trust Fund an
additional $380,000.

Zj Email from DMV Staff to Transportation & Telecom@omm. Legal Counsel, November 24, 2009.
Id.

% Neb.Rev.Stats. §§ 60-3,185(6) and 60-3,190.

% Neb.Rev.Stat. § 77-202.

72008 Vehicle Registratior2008 DMV Annual Reportpg. 36 (2008).

% Neb.Rev.Stat. § 60-3,151.

%2008 Vehicle Registratior2008 DMV Annual Reportpg. 36 (2008).
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Local Governments
1. Local Option Fuel Tax / Sales Tax
2. LB 846 Reformulation to Local Governments
3. Countywide Wheel Tax
4. Highway Allocation Revenue Outside the County Levy Limit
5. Increase / Require a Local Match for Federal Funds
6. Transportation Improvement Districts

As previously stated, Nebraska’s local governmangsfacing the same challenge when
dealing with transportation funding as the stat&he alternative funding options
presented under this heading would require thedlagire to cede additional authority to
local governments. Any adoption of the fundingiaps under this heading will aid
Nebraska'’s cities and counties in their fundingrghls, but will not solve the state’s
highway funding crisis.

1.) Local Option Fuel Tax / Sales Tax

Local option transportation taxes have often bealatpble to elected officials because
they can be viewed as indirect taxes. During tb@92legislative session in Texas, 12
North Texas counties in the area surrounding Daltas Fort Worth came up with a plan
called the Texas Local Option Transportation Acthe bill would have given local
governments the opportunity to choose among sidifighoptions, including increased
motor vehicle registration fees, increased drivegrise fees, an emissions fee, parking
fees, a ‘new resident’ fee on newly registered elekiin a county, or a local option
motor fuel tax of up to 10 cents a galfdfi. By authorizing local tax increases, but
making them subject to voter approval, state latpst can facilitate tax increases
indirectly 1°*

Local Option Fuel Tax- At least 10 states authorize a local option fteet %2
Historically the fuel tax in Nebraska has beenaestax with a proportionate revenue
share with the local governments determined by dwgslature.

The amount of revenue that a local fuel tax coudhegate would depend on the
population and geographic location of the areabadrcenters and communities along the
Interstate would fare well in adopting such a t&x2004 study estimated that a local fuel
tax of 7 to 7.5 cents per gallon in the Omaha matea would generate $30 to $32

million annually’®®

10\Why Local Transportation Taxes Are Becoming Monedrtant, Billy Hamilton. State Tax Notes
August 10, 2009.

1011 ocal Option Transportation Taxes in the Unitedt&sa(Part One)Todd Goldman, Sam Corbett,
Martin Wachs. Institute of Transportation Studigajversity of Cal-Berkeley. pg. 2 (2001)

192 hitn://www.api.org/statistics/fueltaxes/upload/Sta¥lotor_Fuel Excise Tax_Notes10 2009 2.pdf
(accessed December 9, 2009).

193 Transportation Funding Study, Douglas and Sarpy@ies HDR. Prepared for MAPA. October
2004. pg. 8.
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Any additional local option fuel tax must take irgocount its effect on a state’s overall
fuel tax. As noted previously, Nebraska is rank@&8 highest in the fuel tax compared to
other state$®® In addition, a local option fuel tax would fa¢eetsame problem that the
state faces in its erosion of purchasing powerutinoinflationary factors and decreased
demand for gasoline.

Local Option Sales Tax Nebraska’s local municipalities and counties adie have the
ability to impose an additional 1.5 percent salex twithin their respective
jurisdictionst®® This is a general sales tax and can be usednfpmparpose the local
government deems appropriate, including streetsraads. Counties are provided the
same authority, although the revenue derived froah & tax is limited to finance public
services or to provide funds for an interlocal agnent'®®

Any additional increase in a local option sales naxst take into account its impact on
the overall sales tax rate in the state. Currentigh the maximum local sales tax in
effect, the overall sales tax rate in Nebraska ercent. Such an adoption dedicated to
highways is also a policy shift from the traditibnaser fee method employed in
Nebraska.

2.) LB 846 Reformulation to Local Governments

LB 846 was passed during the 2008 legislative sesg change how the fuel tax is

computed. An additional component, called the Whale Tax, was added to the fuel tax
and is based on a 6 month average of the wholesiake of gasoline. This portion can

rise and fall with the trends of gasoline pricesroa period of time. However, there is a
1 cent increase or decrease limitation that preteébe fuel tax from wild price

fluctuationst®’

During the debate of LB 846 in March 2008, gasopniees were hovering around $3.50
per gallon. After the bill was passed and theisasadjourned, fuel prices plummeted in
the fall of 2008 to $1.57 per gallon. When thé tabk effect in July 2009, this drop in
prices eventually led to a loss of approximately &dillion for the cities and counties in
their Highway Allocation distributions. The stasaw no loss because the variable
increased (per statutory law) to ensure that ND@R tthe necessary funds to complete
its highway construction program. As fuel pricestnue to climb back up, the local
governments will see revenue increases, but beadube statutory maximum increase
of a cent per gallon every six months, it will takeaignificant period of time before they
are made whole.

Option #1: There are two alternatives under this option. hBaternatives will require
a fuel tax increase. One option would be to rep8846 and revert back to the former
fuel tax. Out of the 26.4 cents in current fueq, the local portion is approximately 6.1

104 http://www.nebraskatransportation.org/city-coundfgsfuel-tax.pdf(accessed December 2, 2009).
1% Neb.Rev.Stat. § 77-27,142.

% Neb.Rev.Stat. § 13-319

197 Neb.Rev.Stat. § 66-489.02(2).
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cents. Under the previous formula before LB 84& waplemented, the local portion
was approximately 6.9 cents. Figure 23 shows ithall factors remain the same, the
variable portion of the fuel tax would be increassd.8 cents to ensure that NDOR of
Roads is held harmless by its proportional loss.

Figure 24

With LB 846 and the Wholesale Tax repealed, theié e no growth in the local
government’s portion of the fuel tax. The only gibgity of an increase in revenue is an
increase of fuel consumption, which is an unlikedgnario.

Option #2: The second alternative for correcting the loss thatlocal governments
experienced in LB 846’'s implementation would beartorease the proportional split of
the Wholesale Tax between the state and local gowvemts. Currently the split is 66
percent to the Highway Cash Fund and 34 percetfietélighway Allocation Fund® If
the proportional split were changed to a 60/40tspigure 25 shows the effect of the
change.

Figure 25

The variable would be increased by .6 cents to makefor the state’s loss in the
Wholesale portion of the fuel tax. Regardless ofvhthe proportional shares are
changed, the variable portion will always accoumt & loss in the state’s share and
increase accordingly.

198 Neb.Rev.Stat. § 66-489.02(3).



3.) Countywide Wheel Tax

Municipalities in Nebraska have a right to ins#tuan additional registration fee,
commonly referred to as a wheel tax, under vargiagutory authority’® To date only
five municipalities have adopted a wheel tax. Besis pay an additional $49 in Lincoln,
$35 in Omaha, $12 in Hastings, $10 in Arlingtorng 20 in Farnam®°

A countywide wheel tax is another funding optioattthe Committee heard during the
study hearings. Higher population counties wouldiously fare better than sparsely
populated counties under this funding option. HEdolg Douglas and Lancaster
Counties, whose largest cities already pay a wiagelan additional estimated 1.5 million
motor vehicles would pay a county-wide wheelt5x.

A $20 wheel tax rate would bring in an addition@0$ million per year to local
governments. A county-wide wheel tax would requar@roportional formula to split
between the county and the municipalities locateithiwv the county. The five
municipalities that are already charging a wheelvauld not want to lose any present
revenue, so a county-wide tax would have to takte account an existing wheel tax
within its jurisdiction and proportion the revenaecordingly.

4.) Highway Allocation Revenue Outside the County L evy Limit

Nebraska statutory law limits the growth of coumtyd municipality budgets to 2%
percent over the previous year, or 3% percent avisipermajority vote of the governing
body!*? Highway Allocation funds are considered restdcfends for purposes of
budget limits.

LB 846 instituted a growth factor in the local gov@ents’ portion of the fuel tax when
the bill took effect in July 2009. As fuel pricese, the wholesale portion of the fuel tax
will increase accordingly. Ironically, countiesdamunicipalities could be prohibited
from spending any additional fuel tax revenue doethte statutory budget growth
limitation. There is an argument that because ethiemds vary based upon fuel
consumption, which has varied significantly duritige past two years, Highway
Allocation funds should be outside of county andchiopality budget limits. This would
allow the local government to increase its road sindet budget correspondingly with
the increase in highway revenue.

5.) Increase/Require a Local Match for Federal Fund s

Each state is required to "match" federal highwaydt with state or local funds. The
match ratio is generally 80 Federal/20 State. Tingdins that the state pays the entire cost
and is reimbursed 80 percent by the federal Depanrtiof Transportation.

1% Neb.Rev.Stats. §§ 14-109, 15-207, 18-1214.

10 hitp://iwww.platteinstitute.org/docLib/200806201_énfor_an_overhaul_-_6-23-08.pdéccessed
November 10, 2009).

112008 Vehicle Registratio2008 DMV Annual Reportpg. 36-37 (2008).

> Neb.Rev.Stat. §§ 13-519 and 77-3446.
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Generally the state pays for the entire projectrenstate highway system even though
the projects are important to the local communitineg are served by the road. There are
exceptions to this rule. Omaha contributed 20 gr@rof the total cost of the Dodge
Street Expressway that was completed in 28&6More recently, the city of Kearney
agreed to contribute $1.5 million towards the reggiimatch for a federal earmark
reserved for the Kearney Interstate Interchdnige.NDOR has the capability of
negotiating with a local body to aid in the accatem of a concerned project.

6.) Transportation Improvement Districts

Another popular local option is a transportatiorpiovement district. This alternative is
especially useful for transportation improvemertattspan multiple taxing districts

because the improvement district can be defineéniwompass whatever area would
benefit from the transportation improvement. Selveiierent specific types of taxes

could be levied such as a local sales or propenty tThe objective would be to have
those users and property owners who benefit froantthnsportation improvement pay
the cost.

A bill that would have authorized these improvemdistricts was introduced during the
20009 legislative session. LB 526 would have alldvi@ the creation of Transportation
Development Districts to finance the improvementaonstruction of roads, bridges and
related transportation structures within the disttihrough an additional retail sales tax.
The sales tax would have been required to be addptea majority of the voters, and
could be imposed through a one-eighth percent, quiaeter percent or half percent
additional sales taX> The City of Lincoln estimated that the adoptidradocal sales
tax authorized by the bill would raise approximgat&4.583 million (1/8%), $9.166
million (1/4%), or $18.133 million (1/2%)}° The Revenue Committee voted to
indefinitely postpone the bill by a 7 to 0 marginith one member absent.

A similar mechanism to a transportation improvendistrict was introduced in 2009 in
the form of urban growth districts. LB 85 allowadnunicipality to create one or more
urban growth districts in the parts of the citydge which have been developed since
1988. The governing body of the municipality mhgrt issue urban growth bonds for
the construction or improvement of roads, strestsgetscapes, bridges, and related
structures, parks, and other public infrastructufée urban growth bonds issued by the
municipality would be secured by the pledge of uhgan growth local option sales and
use tax revenué’

113 Memo from NDOR Staff to Transportation & Telecorramm. Counsel, November 16, 2009.

14 Funding Safe to Construct Kearney I-80 IntercharigeSarah Giboney. The Kearney Hiovember
2, 2008.

5 ntroducer’s Statement of Intent LB 53enator Arnie Stuthman. Revenue Committee. lnelred
First Legislature — First Session. 2009.

18 Fiscal Note, LB 53@prepared by Doug Gibbs. February 24, 2009.

17| B 85 Statement of Intent, Senator Amanda McGihe Hundred First Legislature, 2009.
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LB 85 was passed by the Legislature and signedh@yovernor:® The bill took effect
in September 2009.

118 Message from the Governor, Legislative Journal®1@gislature, First Session, pg. 582. February 27,
20009.
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Indirect Transportation Fees
Driver License Fee Increase
Tire Tax Increase
Train Tax Increase
Car Rental Fee
Lodging Tax Increase
Overweight / Oversize Permit Fee Increase
. Eliminate Highway Trust Fund Statutory Requirements Not Related
to Highways

Nook~whE

1.) Driver License Fee Increase
Currently the fee for a five year Class O driveretise is $26.58° The revenue is
divided between the DMV Cash Fund, the State Géfenad, and the County General
Fund!?® The fee was recently increased in July of 200$h%0 for an identity security
surcharge to cover the costs of additional securnigasures that the DMV adopted.
These features included facial recognition techgyl@mployee background checks and
training, and central issuance of Nebra
licenses:*

As shown by Figure 26, Nebraska’s driv
license fees are high compared to man
its surrounding states.

Like NDOR, the Department of Moto
Vehicles is a user fee, cash funded agency. Figure 26
Historically it has relied on its license fees tmd its operations. A diversion of license
fees to the Highway Trust Fund would be a shifitate policy.

2.) Tire Tax

There is currently a Nebraska Tire Fee of $1.00 @lu¢he retail sale of a qualified tire
and every tire included with a new motor vehiéfé. The fee is deposited in the Waste
Reduction and Recycling Incentive Fulfd. The fund is dedicated for various state and
local recycling and waste reduction effoits.

An additional tire fee or tax dedicated to the Hwgly Trust Fund would be a shift in
state policy. The fee is currently dedicated u iai environmental concerns that used

119 http://www.dmv.ne.gov/dvr/pdf/License.pdccessed November 24, 2009).
'?Neb.Rev.Stat. § 60-4,115.

21| aws 2008, LB 911, § 12.

122 Neb.Rev.Stat. § 81-15,162.

123 Id

124 Neb.Rev.Stat. § 81-15,160.
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tires pose. The Tire Fee brought in approxima$dly million in FY '08-09"%° It would
take a significant increase in the fee to haveimmpact on the Highway Trust Fund. An
increase of $5.00 per tire in the Tire Fee dedit&wethe Highway Trust Fund would net
approximately $6.5 million.

3.) Train Tax Increase

Nebraska currently has a train mile tax of 7.5 sqr@r mile and a public grade crossing
fee of $100 per crossing® The Train Mile Tax and Grade Crossing Fee totaled
approximately $3.3 million in FY 08-09’ The money is allocated to the Grade
Crossing Protection Fund which is used for elimoratand rehabilitation of at-grade
railroad crossing¥®

Nebraska is the only state that taxes the railno@distry through this mile tax and
crossing fee method because it is most likely ppgethby federal law. Section 306 of
the Railroad Revitalization and Regulatory Reforit Af 1976 (the 4-R Act) prohibits
states from discriminating by more than 5 percentaing rail transportation property
and rail carriers?®

In 2000, Wyoming enacted a similar tax to Nebraskegin mile tax and grade crossing
fee!®*® Burlington Northern and Union Pacific challengée law on the ground that it
violated the 4-R Act. The U.S. 10th Circuit Cowft Appeals overturned the law,
concluding that the 4-R Act was a valid congresai@brogation of state immunity*

If an attempt was made by the Legislature to ireedhe train mile tax or crossing fee, or
to divert the funds to the Highway Trust Fund, éisra high probability that Nebraska’s
railroad industry would challenge such an actiddased on the 10th Circuit case, it is
also highly probable that the train mile tax anddgr crossing fee would be deemed
preempted by federal law.

4.) Car Rental Fee

Several states, including Maine, New Jersey, WisicorMichigan, and Florida, have
either passed or had proposals to increase cal temes. There were 114 separate state
and local excise taxes for renting or leasing arcdf states and the District of Columbia
as of the end of 2008. In 1990, there were only*14These taxes are a key funding
source for public transportation projects in Wission A portion of the tax is dedicated

125 hitp://www.nebraskalegislature.gov/pdf/reportséigiunddescriptions_1109.pat pg. 377, (accessed
November 24, 2009).

126 Neb.Rev.Stat. § 74-1320.

127 http://lwww.nebraskalegislature.gov/pdf/reportsAigtinddescriptions_1109.pdf pg. 177, (accessed
November 24, 2009).

128 Neb.Rev.Stat. § 74-1318.

12949 U.S.C. § 11501.

130 \Wyo.Stat.Ann. §§ 39-21-103 and 39-20-104.

131 Burlington Northern & Santa Fe Railway Co. v. Burt@70 F.3d 942 (2001).

132 Rental Car Taxes Are Getting Jacked, bp Gary Stoller._ USA TodajNovember 2, 2009.
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for transit in Arkansas, Florida and Pennsylvarsavall. New York dedicates its rental
car taxes to its highway trust fund.

Supporters of a car rental fee suggest it is @taaut-of-state travelers. However, the
car rental industry disputes that argument, conbgnithat more than half of all car-rental
revenues come from local consumers and compatfies.

In Nebraska, in addition to the state and lo %100 Car Rental Taxes in Omar
sales tax collected on the car rentals, theredi® a8 2 04 state/local sales tax = $7

percent fee on the rental of private passen 5 9% prop. tax collection =$4.5(
vehicles that is collected by the les50r.This fee | 9maha Occupation tax = $8

a

is collected concurrently with the sales tax by the Total Tax = $19.50
rental company and is used to reimburse the
company for the property taxes paid on such vesicle Figure 27

If the amount of fees collected by the rental conypaxceeds the property tax paid on
the vehicle, the excess is remitted to the coumtgsurer and may be used for any lawful
purpose of the county?®

Cities also have their general occupation taxindp@ity to impose an additional tax on
car rentals®’ Omaha imposes a car rental occupation tax o088t goes to its general
fund*®® Lincoln has recently considered a car rental pation tax to help pay for its
proposed entertainment arena.

5.) Lodging Tax Increase

Lodging taxes are charged as a percentage of aotemotel rooms, and are authorized
in many states throughout the country. They aigigadly attractive because their entire
cost is usually paid by visitors from out of tod#l. Over 60 percent of the nonresidents
visiting Nebraska during the summer stay at hatelsotels. The state has over 28,000
hotel, motel, and bed and breakfast rodfs.

Nebraska imposes a 1 percent lodging tax on tred tpbss receipts charged for the
occupancy of any space furnished by a htelThe state lodging tax is paid to the State

133 Transportation & Infrastructure Finangé\ CSG National Report. Sean Slone. ChaptertdeOTax
and Fee Mechanisms, pg. 16.

134 Rental Car Taxes Are Getting Jacked, bp Gary Stoller._ USA TodajNovember 2, 2009.

% Neb.Rev.Stat. § 77-4501.

136 hitp://www.revenue.state.ne.us/info/6-373,qdtcessed November 10, 2009).

'’ Neb.Rev.Stat. §§ 14-109, 15-202, 15-203, 16-208,1¥-525.

138 hitp://www.cityofomaha.org/finance/images/storiespFeeChangeLetter 20080701.(alfcessed
December 1, 2009).

139 City to Propose Restaurant, Other Taxes to Pay/Afena by Deena Winter, Lincoln Journal Star
October 13, 2009.

10 Transportation & Infrastructure Finangé\ CSG National Report. Sean Slone. ChaptertdeOTax
and Fee Mechanismgg. 20.

141 http://www.nebraskatravelassociation.com/pdfs/Neka&b 20 Tourism%20Facts.pgHccessed
December 2, 2009).

“2Neb.Rev.Stat. § 81-1253
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Visitors Promotion Cash Fund, and brought in appnately $3.6 million in FY 08-
091 The lodging tax is in addition to the generates&nd local sales tax.

Nebraska law also authorizes each county to cHapge 1 to 4 percent on receipts from
lodging. Up to 2 percent is allowed for the CouMtgitors Promotion Fund, and another
2 percent for the County Visitors Improvement FiffdThese funds are dedicated to the
promotion and improvements of a county’s tourismd aentertainment facilities.
Seventy-four of Nebraska’s 93 counties have thigjitog tax in some proportioft®

Cities also have their general occupation taxindpaty to impose an additional tax on
lodging*® At least 7 Nebraska cities have implemented aital occupation taX!’
The city of Omaha charges a 5% percent occupaionr hotel/motel lodginy’® Grand
Island and Kearney have a 2 percent lodging ocaup#&ax™*® Lincoln is considering a
4 percent lodging occupation tax to cover the co$tiss proposed arerfd’ Figure 28
shows an example of cumulative lodging taxes in Rarend Kearney.

Figure 28

An additional 1 percent increase in the state logdgax dedicated to the Highway Trust
Fund would bring in approximately $3.6 million. YAincrease must keep in mind the
impact on the lodging and tourism industry and emypetitive disadvantage that higher
taxes could bring.

143 http://www.nebraskalegislature.gov/pdf/reportshigtnddescriptions_1109.pdh page 353 (accessed
December 2, 2009).

1“*Neb.Rev.Stat. § 81-1254.

145 Nebraska Tax Rate Chronolgies, Table 4 — Lodgiag TNE Dpt. of Revenue, April 2009.

“® Neb.Rev.Stat. §§ 14-109, 15-202, 15-203, 16-208,14-525.

147 http://www.nebraskatravelassociation.com/pdfs/Neka&b 20 Tourism%20Facts.pdaccessed
December 2, 2009).

148 Hotel Operators Protest Tourism Trigtsy Maggie O'Brien._Omaha World-Heralduly 4, 2009.
1491 ots of Funding Ideas for Local State Fair Contiiilom, by Tracy Overstreet. The Grand Island
IndependentApril 15, 2008.

%0 City to Propose Restaurant, Other Taxes to PayAfena by Deena Winter, Lincoln Journal Star
October 13, 2009.
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6.) Overweight / Oversize Permit Fee Increase

Nebraska, along with every other state, chargeeraip fee to allow the passage of
oversized or overweight (OS/OW) commercial motohigies upon its highway. In a
typical year, NDOR issues roughly 100,000 OS/OWnpex in Nebraska totaling
approximately $2 million in feeS! Many of the permits issued for OS/OW are pass-thr
permits where the load is originated from outsifl®&lebraska, but is passing through the
Nebraska to a final destination in another stfte.

The OS/OW fees are deposited into the Highway C
Fund and are set in statute. NDOR or a local aityh
issuing a permit may not exceed $25 for a 90
period, $50 for a 180 day period, or $100 for a pear
period!*® The most common is the single trip per
For a single trip, the fee is: Overdimensional onl
$15; Overweight only - $20; both Overdimensional @verweight - $25>*

Several neighboring states impose an analysisrféenomile in addition to the standard
fee to compensate for heavier loads that do the e®mage to the highways. South
Dakota charges 2 cents per ton mile over 85,000 Igsssouri charges $20 for each
10,000 Ibs over the legal gross weight, plus arlyaizafee that increases up to $925
based on the length of the trip through the st&@ely Nebraska and lowa do not charge
some type of additional fee on top of the standeedfor OS/OW vehicle¥>

The fees from other states can add up quickly floeay load. As shown by Figures 29
and 306°° presenting different trip scenarios, Nebraska gésra great deal less than
neighboring states for single trip permits thaténéive potential to do great damage to its
highways.

Source: NDOR Figure 29 Source: NDOR Figure 30

51 Memo from NDOR to Transportation & Telecomm. Cor@ounsel. Prepared by Ellis Tompkins, Rail
%ZPublic Transportation Division. December 1, 2009

Id.
¥ Neb.Rev.Stat. § 60-6,298.
14 Chapter 3, 009.04 Title 415, NDOR — Rail and Public Transportativision. Nebraska
Administrative Code. Last Issue Date: January280.1.
15 Memo from NDOR to Transportation & Telecomm. Cor@ounsel. Prepared by Ellis Tompkins, Rail
& Public Transportation Division. December 1, 2009
1%6 A ‘superload’ is a type of load that NDOR is sepmore of passing through Nebraska.
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A statutory change authorizing NDOR to charge atitexhal analysis fee or per ton mile
fee would bring additional revenue to the Highwasl Fund. However, any legislation
should keep in mind Nebraska’s competitive edgé sitrrounding states.

7.) Eliminate Highway Trust Fund Statutory Requirem  ents Not Related to
Highways.

Shown by Figure 31, there are over $14 million ighivay Trust Fund dollars that are
not currently used for either NDOR'’s operating enges or for road construction and
maintenance. Redirecting these funds back to tistTFund would require a shift in
state dollars, most likely from the General Fund.

Source: NDOR

Figure 31
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New Fees
1. Ethanol Tax
' 2. Sales Tax on Food / Soda

1.) Ethanol Tax

A severance tax is an excise tax that is imposexuh tpe severance or production of a
state’s natural resource. Most states which halyduel or coal production impose a
severance tax on those resources as they are pabdram the ground. Ordinarily,
severance taxes are imposed on non-renewable cesour

State severance taxes are favored by many statasdeethe burden of this tax is usually
exported to the buyers and users of the matersduree. Ordinarily, much of the

resource produced in a state is ultimately consumnedther states. Similarly, in

Nebraska most of the state’s agricultural and ahipnaduction is exported to other

states. Nebraska currently does not impose aaesetax on these exports.

The production of ethanol has become an econonimbo Nebraska. Ethanol is a high
octane liquid fuel produced by the fermentationptEnt sugars. In the United States,
ethanol is usually made from corn, sorghum andrajresn products.

There are currently 23 ethanol production plant®d@braska, producing more than 1.6
billion gallons of ethanol each year and requiravgr 600 million bushels of grain in the
process>’ Nebraska ranks second nationally in ethanol priioiu (lowa ranks first) and
is the largest ethanol producer west of the MissRiver >

Geographic position, abundant ethanol supply alwabte, competitive rail transportation
give Nebraska a strategic advantage in servingnethmarkets in the western United
States. All of the ethanol produced in Nebraskshipped to the west coast and since
there is no ethanol pipeline, all ethanol is shippg railcar. Because Nebraska is closer
to the west coast market than lowa, ethanol shippmed Nebraska bears approximately
7 cents per barrel less transportation cost thhanel produced in low&® No tax is
imposed by Nebraska on its ethanol exports.

A severance tax of 3 cents per gallon could geaesat extra $48 million per year of
revenue for the state based on the 1.6 billiorogalbeing produced each year. In order
to help the state’s highways, the severance taxdvoeed to be allocated to the Highway
Trust Fund.

57 Neb. Ethanol Industry: Ethanol Plants in Nebraskim.//www.ne-ethanol.org/industry/ethplants.htm
(accessed September 24, 2007).

158 Id.

1%9The Nebraska Sales T,@keview of Commission Findings and Preliminary €losions. Nebraska Tax
Policy Reform Commission. September 14, 2007.
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2.) Sales Tax on Food/Soda

Nebraska charges no sales and use tax on meabaddfoducts, including soft drinks
and candy®® Soda has been an especially appealing avenua fax. Currently, 25
states impose special taxes on sugary dritikst is seen as a “fat tax” that raises the
price of soda in the same way that “sin taxes’edine price of alcohol and tobacco. In
the past 10 years, there has been a 37 percentijuthe number of people in the United
States who qualify as being grossly overweightThere are several studies that believe
soda and soft drinks are one of the main culpgtsifi this drastic increas®

There are two obstacles to imposing a tax on faosloda dedicated to highways. The
first obstacle is there is no direct or indirectretation between such a tax and highways.
The concept of a user fee has always been emplaydbraska’s highway funding. A
tax on food or soda dedicated for highways woutplire a shift in this traditional policy.
The second obstacle is such a tax is seen as segresr a tax that takes a larger
percentage from low-income people than high-incpewple.

9 Neb.Rev.Stat. § 77-2704.10

81 50da Tax Could Close States’ Budget Gayyslerry Hirsch._The LA TimesOctober 3, 2009.

162 Battle of the Bulgeby Penelope Lemov. Governingg. 18. October 2009.

183 |ntake of Sugar-Sweetened Beverages and Weight G&gstematic Reviewy Vasanti S Malik,
Matthias B Schulze and Frank B Hbttp://www.ajcn.org/cgi/content/full/84/2/27faccessed December
1, 2009)
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Other States’ Funding
1. Toll Roads
2. Bonding
3. Vehicle Miles Traveled Tax
4. Gambling Expansion
5. Rest Stop Privatization

These funding options are ones that others states heen using in some form that
Nebraska does not use. Some are meant for higblgigag areas that would not be
conducive to Nebraska’s low population, large gapgic dynamic. Others have not fit
with the state’s pay-as-you-go user fee basedmsyste

1.) Toll Roads

One popular solution for raising funds involvestestand local governments adding toll
lanes. The United States has about 5,200 milgsllafoads'® Total national toll road
revenues jumped 22%, or $1.5 billion, between 12882004%° In 2005, tolling earned
$7.7 billion, which was 5% of highway revenues oiadilly**® Tolling could increase to
9% of highway funds over the next decatfe.

Historically a toll road has been much less effitim the cost of collecting revenue than
the standard fuel tax. It has been estimated ttieatcost for collection of the federal

motor fuel tax revenue is approximately 0.2 peradnthe revenue collected, and costs
most closely associated with tolling revenue coidec ranged from 21.9 percent of

revenue to 30.3 percent of reveriffe.

Technology has improved in the recent past that helped alleviate collection
inefficiencies. Electronic collection, or “openaatolling”, has become the norm across
the nation where tolling is in effect, with overldedevices reading windshield-mounted
transponders to deduct money from drivers’ accoufitgerhead cameras capture license
plates, and drivers without transponders get arbilhe mail. A driver equipped with an
E-Z Pass transponder is able to travel from Mamsauthern Virginia and west beyond
Chicago and pay tolls electronically without stompiat toll booths. More than 95
percent of the nation’s tolling agencies are serligdE-Z Pass or TransCore, which
supplies technology for electronic tolling systel#ts.

1%4Toll Roads Take Cashless Rquig Larry Copeland, USA Todayluly 27, 2008.
185 Funding Cuts Force Southern States to ReconsidéREtes USA Today May 29, 2007.
%6 Tolls Can’'t Meet Needs of Future Highway Funding

http://www.stateline.org/live/details/story?conteirtl87179(accessed September 12, 2007).
167
Id.

188 Defining the Legacy For Users: Understanding Stgégs and Implications For Highway Funding
American Transportation Research Institute. Exeelummary, pg. 14-15. May 2007.

189 E.7 Pass Expansion Connects Midwest and East Cowpstarry Copeland. USA Todageptember 14,
20009.
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Toll roads are not immune to a downturn in the eooyn Fitch Ratings revised the
outlook for toll roads from Stable to Negative. ti@j continued economic weakness
coupled with an approximately 33 percent increasgasoline prices and inflationary
pressures, toll roads are experiencing declinésllipaying traffic, as much as 16 percent
in some areas of the natioff.

A small population state like Nebraska is ill-sditer toll roads. Tolling relies on high
traffic areas and each vehicle contributing a srpattion for the use of the road. The
only significant high traffic area in Nebraska istdrstate 80. While Congress did
recently allow for the interstate system to beewlin a few pilot projectd’, it is not
likely that Nebraska would fit the necessary ci#¢o be chosen as one of these projects.
Pennsylvania recently re-applied to the Federahiay Administration (FHWA) to put
tolls on Interstate 80 to help pay for highwaydige, and mass-transit projects around the
state. In 2007, FHWA turned down a similar requedbll 1-80. Federal officials said
Pennsylvania did not meet the requirement thatstdde used only for 1-80
improvements’?

Additionally, Highway 6 and U.S. 34 are alternateites that travelers would use to
avoid the toll. This would lead to increased iafand the corresponding safety
concerns, the increased deterioration of thesewagh, and higher costs associated with
them.

Public-Private Partnerships

Much discussion has centered around public-prigaténerships, or PPPs. PPPs involve
a lease of state assets. Toll road privatizataieg two forms: the lease of an existing
toll road to a private operator, or the constructtid a new road by a private entity. In
both instances, private investors are granted itite to raise and collect toll revenue.
The state or government that owns the asset (ysaadill road or other toll facility) sells
the rights to operate it to a private entity callde concessionaire. Under these
agreements, the state still officially owns theeasbut the private entity owns a lease
interest that allows it to collect all revenues #isset generates during a specific period.

These agreements are fairly common outside of thieetd States. Only recently have
PPPs made their way into this country. Chicagiafs signed a 99-year, $1.8 billion
lease in 2005 that grants a private consortiunritiie to operate and collect tolls from
the 8-mile long Chicago Skyway. In 2006, Indiaaamakers authorized a similar $3.85
billion, 75-year lease with the same consortiurogierate the 157-mile long Indiana Toll
Road'’® By the end of 2008, 15 highways had been priedtin 10 different states —
either through long-term highway lease agreementsegisting highways or the

170y.S. Transportation Assets: Facing a Temporary DecDr a Permanent ChangeRorth American
Special Report. Fitch Ratings. August 20, 2008.

17123 U.S.C. § 129 (2005).

172pa. Takes Another Shot At Tolls For I;89 Paul Nussbaum. Philadelphia Inqui@ctober 30, 2009.
13 The Money Roadbtate Legislaturepg. 14 (May 2007).
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construction of new private toll roads. Approxielst79 roads in 25 states are under
consideration for some form of privatizatidf.

Extensive contracts govern the terms of these aweis. The contracts cover
maintenance, operating standards, rights to ingpgctreporting and insurance
requirements, and the ability to raise toll ratels. both cases, the government must
continue to provide law enforcement on the tolldodut the concessionaire must
reimburse the state for law enforcement expehSes.

After the initial wave in the United States, govaental entities have become wary of
these PPPs. The House of Representative’s Coremitte Transportation and
Infrastructure sent a letter to state transpomiagiiected officials discouraging them from
entering into PPP’5° Critics warn that private toll roads create baag-term deals for
the state and benefit businesses and their ingestore than the public. Private ventures
have monopolized routes. Others have defaultectmsed highways’’ Other concerns
include lack of efficient maintenance standardgempiial toll hikes, and the possibility
that PPPs could inhibit future roadway construcaod maintenance.

The chance to increase significant upfront highwagpding revenue from a PPP
agreement is appealing. It can also be an aligengd raising user fees. However, it can
be safely stated that the money initially gainedhmsy state will be spent long before the
end of the agreement. With no existing toll roadsl no high traffic roads other than
Interstate 80, it would also be difficult to implent a PPP in Nebraska.

2.) Bonding
Bonds are a common mechanism that other state® l@row money for transportation
projects. Forty-one states currently have outstanblonds for road constructidff

Current Nebraska statutes authorize the issuanap t§ $50 million in highway bonds.
Bonds can be issued and proceeds used under dwe cbnditions: (1) for construction
and reconstruction work of the highway system whba welfare and safety of
Nebraskans require such actions as determined ey elislature, or (2) to eliminate
cash-flow problems resulting from the receipt aféel funds.”

Bonding for highway construction has been done time in Nebraska’s history. In
1969, the Legislature authorized a $20 million ba&swlie for the purpose of accelerating
the completion of the Interstate System, and imclra debt of $32,520,415 in the

17 private Roads, Public CostExecutive Summary. U.S. PIRG Education Fund. 1pgSpring 2009.

5 The Money Roadtate Legislaturepg. 14 (May 2007).

176 _etter to Neb. State Senator Deb Fischer, ChainefTransportation & Telecomm. Comm., from U.S.
House of Rep. Comm. On Transp. & Infrastructureeieed May 15, 2007.

7 Arizona Making Way For Creation of Private Toll Risaby Sean Holstege. The Arizona Republic
October 16, 2009.

178 potholes May Lie in Funding Path For Road Wdik,Henry J. Cordes. Omaha World-Heralthnuary
2, 2009.

" Neb.Rev.Stat. § 39-2223
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process. The cost included $20 million in printigd 2,448,250 in interest at an average
rate of 5.926 percent, $52,165 in issuance costs$20,000 in agent fees. NDOR made
the final payment and retired the debt on Novenih@©989*°

One caveat to the issuance of bonds in Nebrasketighe director of NDOR is required
to certify to the Department of Revenue a new atdit@nal motor fuel excise tax rate,
separate from the existing variable excise fuelrete, that would generate revenue at
125% of the annual principal and interest paymemfuirements®® This provision
effectively requires the raising of the fuel taxp@y for the debt service and principal of
the issued bonds, unless an alternative reveneanstis designated.

The state would have to obtain the services of bratidg agents, legal services, lending
institutions, and perform cash flow analysis/propats to determine the amount and
timing of bond issuance and payment periods.

As shown by Figure 32, inflation can erode the pasing power of highway revenue at
a significant rate. Issuing bonds to acceleratapdetion of a particular highway project
can reduce the impact of inflation. However, thieliest rate and costs of bond issuance
must be taken into account with the inflationaryisgs. Additionally, it can be difficult

to predict future inflation.

Highway Funding Buying-Power Loss at Five Percent A nnual Inflation Rate
$480 Million Reduced to $308 Million

30000000

25000000

20000000 -

15000000 -

10000000 -

$24 Million - Two Cents of Fuel Tax

5000000 -

Source: Omaha Chamber of Commerce Figure 32

180 A Story of Highway Development In Nebradiya George E. Koster. Published by NDOR of Roads.
pg. 77-79. Revised 1997.
'*1 Neb.Rev.Stat. § 66-4,144
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State Infrastructure Bank

A state infrastructure bank is an institution theny states use to operate their highway
bonding programs and the selection of bonded pijelnitially authorized by Congress
in 1995, state infrastructure banks are in 32 statel Puerto Rico. Infrastructure banks
around the country vary widely in size, with capitands ranging from less than $1
million to more than $100 million. These bankseofteveral advantages to borrowers,
including: the interest rate is set by the stdie, dtate may be willing to take more risk
than a commercial bank for a project with significpublic benefits, and the state makes
the loan more affordable by allowing for smallenaal payment$®

A bill implementing an infrastructure bank in Netka was introduced in the 2009
legislative session. LB 401 would have authori$280 million bond issuance authority
to be used for state and local transportation ptsjselected by a new council working in
conjunction with NDOR®?® The bill was not advanced to General File by the
Transportation and Telecommunications Committe20i00.

3.) Vehicle Miles Traveled Tax

The Vehicle Miles Traveled (VMT) Tax is a fundingtmn that has received much
publicity, but is not ready for nationwide adoptioifhe system would require all cars
and trucks be equipped with global satellite posiig technology, a transponder, a
clock and other equipment to record how many méleshicle was driven, whether it
was driven on highways or secondary roads, and evether it was driven during peak
traffic periods or off-peak hours. The device wbtdlly how much tax motorists owed
depending upon their road use. Motorists wouldthayamount owed at the purti.

Beginning in April 2006, the Oregon Department o&risportation launched a 12 month
pilot program to test the technological and adntiats/e feasibility of replacing the fuel
tax with vehicle mileage tax based on miles drirethe state. The program included
285 volunteers, 299 motorists and two Portlandiserstations where the fee would be
collected'®

The mileage-based fee experiment used a GPS redeivestimate miles driven in
different zones. Mileage data was then transmittgelessly on a short-range radio
frequency to receivers at the fuel stations. Bigdints were charged 1.2 cents per mile.
In addition, some were charged premiums for tragetiuring peak periods to determine
if such charges would impact travel behavior.

The study findings concluded that the concept ¥MiT is viable, paying at the pump
works, and the mileage fee can be phased in grigdalahgside the fuel tax. The study

82 Transportation & Infrastructure Finangeé\ CSG National Report. Sean Slone. ChaptetdieS
Infrastructure Banks, pg. 20.

1831 B 401 Fiscal Note, prepared by Mike Lovelacebgary 19, 2009.

184 http://www.msnbc.msn.com/id/292983 &t cessed February 20, 200%Hood’s Talk of Mileage Tax
Nixed, Associated Presgnsnbc.com.

185 Oregon’s Mileage Fee Concept and Road User Fed Pilogram, Final Report James Whitty.
Oregon Department of Transportation. Results Sumpnpa. vi. November 2007.
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also concluded that privacy can be protected basedngineering specifications, the
system places minimal burdens on businesses, amdcdht of implementation and
administration is low®®

Rob Atkinson, chairman of the National Surface Bgortation Infrastructure Financing
Commission, the blue-ribbon group that is develgpfaoture transportation funding
options, estimated that moving to a national VMTuldctake about a decade.

Privacy concerns are based more on perceptionahgaractual risk, Atkinson said. The
satellite information would be beamed one way ®dhr and driving information would
be contained within the device on the car, with #meount of the tax due the only
information that's downloadetf’

The University of lowa Public Policy Center is amtly conducting a $16.5 million
study for the U.S. Department of Transportatiomdétermine whether VMT is a viable
highway funding option. Researchers are condudistjng in Albuquerque, Billings,
Chicalgé), Miami, Portland, and Wichita. The studyl we completed in September
2010:

This funding option does not necessarily requireaaded technology. A North Carolina
21st Century Transportation Committee recommendeithé Legislature to add a one-
guarter cent per mile to the state’s 30.2 centggplon tax. The new fee would be paid
through the annual vehicle registration processdyifying the odometer reading on a
vehicle and calculating how many miles were drifen the year®® However, this
alternative would seem no different to the taxpdlgan increasing the registration fee.

There are certainly concerns with this funding apph, including privacy concerns and
expensive and cost-prohibitive technology with Ifillion cars on the road today. A
pre-installation by auto makers would most likegyrecessary.

This funding option will require leadership frometfiederal government, although not
everyone is in agreement that this is the corrath o take. In February 2009 President
Obama’s Transportation Secretary Ray LaHood sthteeadministration was considering
some form of a vehicle miles traveled tax to replélne federal fuel tax. Soon after,
Press Secretary Robert Gibbs said a vehicle nidegled tax “is not and will not be the
policy of the Obama administratioh? Representative James Oberstar, Chair of the
House Transportation Committee, followed up in aegh to the American Association
of State Highway and Transportation Officials thahether they want it or not, they are
going to get it.**"

1% Oregon’s Mileage Fee Concept and Road User Fed Pilogram, Final Report James Whitty.
Oregon Department of Transportation. Results Sumpnpg. vi-vii. November 2007.
187
Id.
18 Mileage Tax Is Taken For a SpiAssociated Press. Omaha World-Heraldly 9, 2009.
18915 An End To Fuel Tax In SightPhe New York Timesreprinted in the Omaha World-Heraléypril
19, 2009.
190 Officials Seek Way to Fill a Fuel Tax Gdyy Steve Friess. New York TimeMarch 8, 20009.
¥ Mileage Tax Picks Up Speduly Rob Hotakainen. Lincoln Journal Stavlarch 9, 2009.
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4.) Gambling Expansion

Gambling and gaming expansion is limited by the fdska Constitution. Currently the
only games authorized include the state lottery amberace wagering®> Charitable
gaming in the forms of bingo, pickle cards, lo#sriand raffles, and keno are also
authorized*?

A constitutional amendment was introduced during 2009 session that would have
allocated gambling expansion revenue to roads.6CR would have placed on the 2010
general election ballot a constitutional amendnterdllow slot machines at racetracks.
Forty percent of the revenue derived from the slathines would have been directed to
the Highway Trust Fund. The measure would raiggagpmately $80 million a year for
highways™** The bill was not advanced to General File duthgsession.

A dedication of gaming revenue to the Highway TrEsnd would deviate from the
traditional policy of employing user fees to fundiMaska’s transportation system.

5.) Rest Stop Privatization
Across the United States, more than 1,200 fulliservest areas and 200 welcome
centers exist on interstate highways.Nebraska has 26 rest areas along Interstat&’ 80.

The Federal-Aid Highway Act of 1956 prohibited @ig, commercial development on or
within the interstate right of way ‘on the grountteat highway users should not be
subject to monopoly and so that highway-orienteiress can engage in free
competition.*®”  The thought was the prohibition would encouragemmercial
development along the Interstate and revitalizenanities. Congress recognized that
businesses at exits would find it difficult to coete with government-run businesses at
rest areas located along the Interstate right-of#& It should be noted that one-quarter
of rest stops had roadside commercial operaticasdjathered into the law’

The federal law is the only obstacle in permittstgtes to privatize their rest stops and
information centers. However, there is an effectooalition of fast-food chains, fuel
stations and convenience stores known as the Psiiipgo Save Highway Communities
arguing that rest-stop commercialization would prolze investments in franchises

192 Neb.Const. Art. lll, Sec. 24.

1932008 Annual Report, NE Dpt. of Revenue Charitabéening Division. pg. 1. January 2009.

194 awmaker Proposes Slots at RacetradksNancy Hicks._Lincoln Journal Stakanuary 14, 2009.
19 Final Report: Opportunities for the Privatizatior Wirginia’s Rest Areas and Welcome Centéiice
W.M. Phillips & Michael A. Perfater. Chapter 4.rginia Transportation Research Council.

May 1991.

1% Nebraska’s Interstate 80 Rest Areas, ND®Rp://www.dor.state.ne.us/docs/restareas.(atfcessed
December 1, 2009).

17 Final Report: Opportunities for the Privatizatiofi Wirginia's Rest Areas and Welcome Centétiice
W.M. Phillips & Michael A. Perfater. Chapter 5.rginia Transportation Research Council.

198 partnership to Save Highway Communities Condemr@WVr Closing Rest AreaReuters.com.
July, 21, 2009.

199 Roadside Rebelligiosh Goodman. Governingg. 19, September 2009.
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located off highway exit§?® Until federal law is amended, this will not beviable
highway funding option for Nebraska.

200 Id
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Conclusion

Increasing funding for Nebraska’'s highway systerma$ a question of needs versus
wants. Nebraska's transportation system is vitaheé state’s future well-being. New
construction must take place in order to meet #fetg concerns in urban areas caused
by congestion with increased traffic counts. Laapacity must be added and it is just
one reason for the many new construction projéetsreed to be done across the state.

Nebraska’s agricultural economy and its reliance tbe commercial transportation
industry requires it to have a healthy and robystesn. Historically the state has done
an excellent job of funding its highways and roit®eugh a steady pay-as-you-go user
fee method. However, the traditional method iessted for various reasons. If highway
funding is not increased in the near future, thaliuof the state's transportation system
will most certainly suffer and deteriorate.

The Nebraska Department of Roads has adapted stsamiand practices to the failing
revenue stream by slowing the delivery of the awomsibn program, adopting new
highway criteria and standards, and shifting adstiative and support resources to the
construction program. Meanwhile high-dollar capitaprovement projects continue to
be delayed at the expense of the state's citizettsei form of increased congestion and
higher future construction costs.

Through LR 152, the Transportation and Telecommatioos Committee set out to find
plausible alternatives or supplements to the ctuieyhway funding system. Thirty-one
different credible ideas were presented to the Cit@enthrough its tour of the state at
the 8 different public hearings. Some of thesediiug options are better suited for
Nebraska's environment and makeup than others.

Almost all options will require some new fee, taxshift in existing resources to ensure
that there is a sustainable and adequate Highwaygt Trund for the state and local
governments' highways and streets.

Regardless of what funding option or options ardeutaken, it will take a dedicated core
of state senators and interested organizationsotwimce the public that increased
revenues are not wanted, but required. Increasdsghway funding must happen in
order to preserve and improve not only Nebraskaads, but Nebraska's future
prosperity.
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LR 152 LE 152

OME HIHNDEED FIRST LEGCISLATORE
FIRST SESSION

LECISLATIVE EBESOLUTION 152

Introduced by Fiacher, 43.

PITRPOSE: To conduct a comprehensive examination of HNebraska's
highway funding structure and to recommend possible alternatiwes to
the traditiocmal methods=s that have historically been employed in the
state.

Highway funding has reached a cri=sis lewvel in Hebraska.
While revenuse continues to decrease through less fuel consumption
and less motor wehicle sales tax revenuse, highway construction
costs continue to increase through inflationary factors, glocbal
demand for resocurces, and greater needs doase to iIncreased traffic
wolume. The Department of FRoads has gone from a 5390 million
construction program in 2006 to a 5317 million construction program
for the current fiscal wyear.

With an estimated $286 million annual cost to preserve
the state’'s current highway system, Hebraska is rapidly approaching
the point where revenue will be insufficient to sustain the number
one priority of system preservation. The 5286 millicon total does
not inclunde any expansion of the current system through capital
construction.

This =tudy shall examine several factors surrounding the
state of highways in Hebraska, including, but mot limited to:

(1) An analysis of the current funding for highways and
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stresets in Hebraska and the emphasis on user fess;

{2} An analysia of the owverall effectivensss of the fuel
tax in today's economic enviromment:

{(3) An analy=iz of how the Department of Roads has
responded to lower revenue and higher costa over the past several
years, including a reassessment of the pricrity funding system:

{4y An analysis of how local governments hawve fared under
the state’'s highway revenue structurse; and

(5} B review of other states’ alternative methods
of funding highways, including, but not limited to, bonding,
implementing a wehicle miles traveled (VMT) system, tolling,
using public-private partnershipa, and redistribunting current =state
revenus .

HOW, THEEEFOFE, BE IT RESOLVED BY TEE MEMBEES OF THE OME
HEUHOERED FIEST LEGISLATUEE OF KEBRASHA, FIRST SESSION:

1. That the Transportation and Telecommnications
Committese of the Legislatore shall be designated to condoact an
interim study to carry out the purposses of this resclution.

2. That the committes sghall wupon the conclusion of
itse study make a report of its findings, together with its=

recommendations, to the Legislatiwve Council or Legislature.
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Transportation & Telecommunications Committee

LR 152 Interim Study Hearing Schedule

Fri, Sep 11: Lincoln

1:30 pm

Room 1113, State Capitol

Wed, Sept 16: Kearney & North Platte

10:30am

5:00pm

Thu, Sept 17: Scottsbluff
2:00pm (MST)

Fri, Sept 18: Alliance
9:00am (MST)

Kearney Hearing

Ockinga Seminar Center
University of Nebraska Kearney
2505 28 Avenue

North Platte Hearing:

Theater, Mid-Plains Community College
601 Statefarm Road

Room FO11, HATC Bldg
Western Nebraska Community College
2620 College Park

Rooms A&B, Alliance Learning Center
1750 Sweetwater Avenue

Wed, Oct 7: Columbus & Fremont

10:00am

3:00pm -5:00pm

Thu, Oct 8: Papillion
10:00am

Columbus Hearing

City Council Chambers
1369 28 Avenue (West side of Police Dept)

Fremont Hearing:

City Council Chambers
400 East Military
2 Floor, Fremont Municipal Bldg

Room 138, Conference Room
Metro Community College
9110 Giles Road



LR 152 Public Hearings Highway Funding Ideas

Fuel Tax
1.) Fuel Tax Increase

2.) Index the Fuel Tax to Inflation

3.) Index the Fuel Tax to Highway
Maintenance/Construction

Reqistration Fees
4.) State Registration Fee Increase

5.) Motor Vehicle Tax Reformulation
6.) Motor Vehicle Tax Shift
7.) Base Motor Vehicle Fee

8.) Apportioned Vehicle Registration
Rate Increase

9.) Electric Vehicle Fee
10.) Rescind Tax-Exempt Vehicle Status

11.) Recreational Vehicle Registration
Increase

Local Governments
12.) Local Option Fuel Tax / Sales Tax

13.) LB 846 Reformulation to Local
Governments

14.) Countywide Sales Tax / Wheel Tax

15.) Highway Allocation Dollars placed
outside the county levy limit

16.) Increase the Local Match for federal
funds

17.) Transportation Improvement
Districts

Indirect

Transportation Fees
18.) Driver License Fee Increase

19.) Tire Tax

20.) Train Tax Increase

21.) Car Rental Fee

22.) Lodging Tax Increase

23.) Increase Overweight Permits

24.) Eliminate statutory requirements of
the HTF not related to highways.

New Fees
25.) Ethanol Tax

26.) Sales Tax on Food/Soda

Other States’ Funding
27.) Toll Roads

28.) Bonding
29.) Vehicle Miles Traveled Tax
30.) Gambling Expansion

31.) Rest Stop Privatization
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